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FOREWORD 


On March 24 and 25, 1939, the Graduate Faculty of Political and 
Social Science conducted a symposium on “The Struggle for Economic 
Security in Democracy.” The considerations that led to this meeting 
were expressed as follows in a letter of invitation sent to the Faculty’s 
friends and students: 


“Among the many factors which have contributed to the rise of 
fascism and the decline of democracy, unemployment is undoubtedly 
one of the most important. The opinion is very often expressed that 
dictator countries have succeeded in abolishing unemployment whereas 
democratic countries, and especially the United States, have appar- 
ently failed in their efforts. From this the conclusion is not infrequently 
drawn that the problem of unemployment and other problems attend- 
ing it can be solved only by totalitarian states, or at least that such 
states can solve the problem more easily than democracies. 

“Is this conclusion inevitable? 

“The answer to these questions seems to us of vital importance for 
the future of democracy, and thus although we know that of late many 
attempts have been made to solve this problem, we, a group of exiled 
scholars, also wish to contribute to the question by discussing it with 
our American friends.” 


This issue of Social Research contains the Proceedings of the sym- 
posium, divided into four parts in correspondence with the four 
sessions that were held. The first meeting, with Mr. Thomas K. Fin- 
letter acting as chairman, was concerned with causes of economic 
instability. In the second, under the chairmanship of Dr. Wesley C. 
Mitchell, were discussed the economic policies that might effect re- 
employment. The third session, with Dr. Hans Simons as chairman, 
dealt with the institutional adjustments necessary for executing such 
economic policies. It was the task of the final meeting, conducted by 
Dr. Alvin Johnson, to summarize the entire discussion and to see what 
conclusions it could lead to. 

The papers were delivered by members of the Graduate Faculty; 
they were discussed by invited speakers representing business, labor, 
government and science, and representing, in their own convictions, 
that variety of viewpoints which is essential for a clarification of the 
issues. The Faculty is grateful to these speakers for their hearty coopera- 
tion, which contributed indispensably to the experiment’s success. 























Part One 
Causes of Economic Instabilaty 


ECONOMIC SECURITY AND 
POLITICAL INSECURITY 


BY ALVIN JOHNSON 


Security is one of the few good things of life that all men have 
desired and sought to win. The quest for security has been in his- 
tory the greatest force in the making of civilization. It has led to 
endless migrations in search of safer lands, to the building of 
walled cities and mighty empires. It has played a chief part in the 
private struggle for wealth, upon which family welfare might rest 
safely. It has built up our great modern businesses through the 
painful thrift of the many, seeking through the accumulation of 
reserves or insurance at least temporary protection against mis- 
chances. 

The soul of man demands security. And a chief function of the 
wise ones, the practical philosophers, has been to teach us that our 
quest is vain. Nothing is securely grounded in the life of man but 
insecurity. 

Let me make haste to say that I am no practical philosopher, 
commissioned to pronounce the latter-day quest for social security 
merely a vain longing. Perhaps the addition of the word “social” 
offers a way out. The old path to security was individualistic. The 
new one leads from social action. Individual security through 
social means: that is something peculiarly of our time. It has won 
the adherence of dictators and democracies, of the working masses 
and the enlightened employer. I will not deny that there are in 
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our society Neanderthalers who reject the whole conception and 
yearn back to the time when men met their bad luck individually 
with resignation good for the soul. These survivals of prehistory 
do not count, except with the anthropologists. The vast majority 
of us welcome the appearance and extension of social security. Our 
only reservations turn on the practicabilities. Can society give se- 
curity to the individual when its political organization is insecure? 

Through our government we insure a good part of our popula- 
tion against the horror of poverty-stricken old age. We are begin- 
ning to offer some sort of security to the industrial worker in revolt 
against the alternations of employment and unemployment. We 
are about to attack the mischances of sickness and disability on a 
wide front. The British and the Scandinavians have gone farther 
than we, and the Germans and Russians allege that they have gone 
much farther, to the elimination of most of the risks to which eco- 
nomic flesh is heir, except the concentration camps, exile, induced 
suicide and war. 

Widely, then, as contemporary governments differ in general 
principles, they are in fundamental agreement on this one issue of 
social security. They are also all subject to the limitation fixed by 
their own relative stability or instability. 

Whether our government shall keep the promises upon which 
our present system of social security rests depends on its credit and 
its tax collecting capacity, and these depend on the strength of the 
government and the soundness of our economic system. This is 
true of every government. We do not know how well the British 
government could keep its promises of social security if it were 
drawn into a desperate war and stripped of its Empire. We do not 
know how Germany will keep its promises if one fine day Hit- 
lerism crumples up, nor do we know what kind of security will 
remain in Russia if a rebellious clique deposes Stalin and shoots 
the present regime to pieces. 

Indeed, we may go farther. There still remain, in every country 
but Russia, vast areas of security based on the old principle of 
individual provision. I need cite only the billions of life insurance 
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outstanding in this country. What would the assets behind this 
insurance be worth if our political society fell into irremediable 
disorder? What would our savings accounts, our productive prop- 
erty interests, amount to? 

All economic security, particularly social security, is dependent 
on political security. And it is a disturbing fact that never since 
the time of the French Revolution has there been less political 
security than today. Look around the world. Is there any guaran- 
tee of an orderly succession to Stalin, Hitler, Mussolini? If a great 
war comes on, is there any guarantee of the continued functioning 
of the British and French systems? 

And even if we escape another world war, have we anywhere, 
except perhaps in the United States and the British self-governing 
dominions, any governments so solidly secure as those we knew in 
the last quarter of the nineteenth century? In those days too there 
were political upheavals. In England the Tories might throw out 
the Liberals, or vice versa. In France one strange coalition might 
crush another. But by and large the leading parties represented 
the same economic and social interests. One middle class British 
party could cheerfully hand the reins of government over to an- 
other, confident that the British state would take no material 
damage from the change. We in America are still in the same 
happy state. Democrats and Republicans can yield place to one 
another with only momentary pangs of regret, since reactionaries, 
conservatives, progressives and radicals are distributed through the 
two parties according to the laws of chance. 

But the British are approaching the end of this phase of party 
government. The Labour party, though still eager for a reputation 
of moderation, represents something other than middle class in- 
terests. No Conservative Liberal government will cheerfully say to 
Labour, “Now, gentlemen, you try your hand at governing.” There 
will be fears and bitterness, when one real party finds itself men- 
aced by another equally real. And if a grave crisis, international or 
economic, supervenes, we shall miss that sense of consistency and 
stability behind the play of party politics. Indeed, we have already 
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noted, in foreign policy, the emergence of differences that go deep. 
Labour will remember the betrayal of Spain and Czechoslovakia as 
the international skies darken. The British are approaching a real 
political conflict, and real political conflicts are not compatible 
with political security. 

We in America have not progressed so far. Either political party, 
or both, may present us with either reactionary or progressive can- 
didates for the next Presidential election. No prospect of foreign 
attack is forcing realism upon us. There are occasional signs of 
a reorientation of parties, but it is safe to predict that nothing will 
come of that until we have another and more serious depression. 
Temporarily at least we enjoy political stability. And as true 
Americans we are inclined to let the future take care of itself. 

But granting the exceptional position of America, certainly no 
one will deny that for the greater part of the world the political 
security upon which social security is premised has become increas- 
ingly precarious. 

Perhaps, however, I am at fault in separating social from po- 
litical security, even for purposes of argument. It may be that the 
present political insecurity of the world is due to the emergence of 
the demand for social security. It may be that the advance of social 
security will reestablish political security. These are possibilities 
worth exploring. 

Insecurity of life and fortune have not always operated to effect 
political change. There have been hundreds of famines in India 
and China, millions have perished from them, but their repercus- 
sions on politics have been nil. Pioneer America went through a 
thousand hardships, without translating them into political pro- 
test. Myself when a boy have sat up with a dying homesteader, 
leaving a weeping young wife and little children on a windswept 
government claim from which only a strong man could wrest a 
living. There was no work relief, home relief, no pensions in those 


days. The misfortune that rested upon the widow was crushing, 
unendurable. But that was accepted as life. The misfortune came 
from fate. 
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The misfortune that comes upon the industrial worker thrown 
out of employment is not so heavy as that which befell the prairie 
widow of my youth. But the industrial worker conceives that his 
misfortune is man-made. The factory has been closed down not 
because natural forces have intervened, but because the owner 
wishes to preserve his profits or avoid losses. The factory owner 
may be wise. A businessman can not be expected to take losses pas- 
sively. The point that pricks is that the workers’ losses have no 
voice in the decision. 

The worker refuses to see reason, from the employer’s point of 
view. He knows that he must beat the streets in search of work, 
that his wife and children must go without the goods they need, 
goods packed to overflowing in warehouses or easily producible by 
the factories and workshops that are standing idle. He sees himself 
the victim of man-made circumstances. Inevitably he reacts either 
against his employer or against a social economic system of which 
the employer also may be a victim. 

It is this sense that technical progress has placed society in pos- 
session of resources adequate to assure all the reasonable necessities 
of life to the common man that accounts for the universal bitter- 
ness when depression closes the avenues of employment. True, 
technical progress has made a higher standard of living possible in 
time of prosperity. But this only makes the deprivations of depres- 
sion more bitter. 

I shall not try to follow through all the mazes of influence of the 
spectacle of worklessness and grim poverty in a world of potential 
plenty. Of course radical ideas, radical political parties arise. Of 
course the representatives of the old order try repression, try con- 
cessions that mean nothing. Of course they try remedies such as 
forced draught exports attended by international friction and men- 
ace of war. But business and government have been too hard 
pressed by the ever-recurrent recessions and depressions to give 
sufficient heed to labor’s demand for social security. And indeed, 
business and government have sometimes feared that social security 
would weigh increasingly heavily upon budget and taxpayer, thus 
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constituting an attack upon political security from another angle. 

There is no denying that we are in danger of falling into a 
vicious circle. No political stability, under present-day conditions 
of productive efficiency, without social security. No social security 
without increasing budgetary requirements that may become 
crushing in times of prolonged depression. No crushing budgetary 
burdens without increase in political insecurity, and hence of social 
insecurity. 

Obviously, depression is the crux of the matter. If we must con- 
tinue to have depressions like the late—and not entirely late— 
one, it is not easy to find an escape from the vicious circle. Social 
security itself, by assuring a more continuous spending in times of 
potential recession, should help in some degree toward abating 
depression and its increasing burdens. But only a confirmed op- 
timist would see in social security an adequate solution of the 
problem of depression. 

For that we must have bolder measures. In my youth an ex- 
tremely slight economic shock was capable of creating a grave 
banking panic. The rule of banking was each bank for itself and 
the devil take the hindmost. The devil got rich pickings. Eventu- 
ally the banks learned to combine their reserves and plan sys- 
tematically against emergencies. Usually they were too slow in 
action to escape heavy initial losses. Eventually the government 
had to step in. 

In time of crisis the banks did not ask whether they were mak- 
ing or losing money. They were trying to save their skins. 

Today industry stands where the banks stood in the early nine- 
ties. In time of recession it is each business for itself and the devil 
take the hindmost. He takes the hindmost and a lot of others be- 
sides. His maw is capacious: it may one day contain a whole system, 
if we don’t watch out. 

I have not used the dread word planning. It is a word peculiarly 
abhorrent in the ears of the American businessman, who would 
not launch a new tablespoon or shaving soap without painstaking 
planning of production, transport, markets, advertising. What I 
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have in mind, then, is not planning. It is a getting together, in 
time of crisis, of business and labor and finance and government, 
not to advise one another and promulgate pronunciamentos, but 
to act: to forego profits if necessary, to take losses if still more 
necessary, but to keep the channels of production and distribu- 
tion open. 

For only by achieving general economic stability can we have 
social security. Only by achieving social security can we enjoy 
political security. 


(The Graduate Faculty) 


STATIONARY POPULATION— 
STAGNANT ECONOMY? 


BY HANS STAUDINGER 


I 


Ler me begin with a quotation from J. B. Clark’s Essentials of 
Economic Theory, written more than thirty years ago. Then, at a 
time when the population problem was almost neglected, Clark 
showed the reason why it seemed no problem and was visible only 
under the disguise of the price of labor. ““Mechanical progress,” he 
declared, “‘is the largest single ground for hope for the future of 
laboring humanity . . . [it] has counteracted the world’s crowd- 
ing that for a century has gone on, and the diminishing returns 


from agriculture which the crowding entails.” 

With this statement Clark stressed one of the characteristics of 
the ascendance of industrial society: the interrelationship between 
population and technical progress. But Clark’s expectation that 
mechanical progress would counteract the world’s crowding has 








142 SOCIAL RESEARCH 
been realized only with regard to the highly industrialized area. 
Even in Russia, with her rapidly increasing population, technical 
progress has not yet greatly increased the standard of living, be- 
cause Russia is in the stage of building up her mechanical equip- 
ment through compulsory saving—which means limiting the 
standard of living. And further outside the inner circle of cap- 
italism the vast overcrowded areas are still unrelieved by technical 
progress. It may be that recent political events will hasten the 
dynamic development in these areas. Whether the Japanese inva- 
sion of China, the German thrust to the east, the Italian interven- 
tion among the Arabs and Spaniards, will really lead to an 
accelerated development, we do not know. But there is no doubt 
that ultimately industrialization will spread to these areas too. 

And where are we, the members of the old industrial center, on 
this road toward increasing world population and world indus- 
trialization? Our highly intensified economic system faces now an 
opposite trend in population. At the end of the last century the 
slackening in the growth of our population became evident, and it 
will inevitably continue, since the size of families has already been 
reduced by our parents and is now irrevocable. In recent years a 
flood of publications and outcries has poured upon us, with alarm- 
ing estimates as to what is going to happen. There is no need to 
cite extensive figures. It is sufficient to mention that for England 
and Wales the present 40 million population is expected by some 
analysts to fall to 31 million by 1975—but to relieve you I will 
mention that according to other more favorable estimates the pop- 
ulation in England and Wales will decline only to 35 to 38 million 
by 1975. For the United States even the unfavorable estimates do 
not expect an actual decline of the total population before the 
decade 1965-75. But here too the population is likely to decline 
considerably, not only because recent immigration has been un- 
important but especially because the fertility rate is declining to 
such an extent that the number of future mothers now being born 
is no longer sufficient to replace the number of mothers today. 

It is maintained that such a decline of population will mean a 
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profound disturbance of the economic system, for it will bring 
about a far-reaching change in demand, especially in the inelastic 
demand for consumption goods, such necessities as meat, coal, 
wheat, milk, dwellings—not to forget perambulators. 

But we must be very careful with all such considerations. ‘They 
neglect the fact that the reverse trend in population growth de- 
velops only gradually, in the course of a generation or more. In 
this trend three phases may be distinguished with regard to the 
total number of the population and its age composition. Since 
improvement in the mortality rate can no longer bring major 
changes the future population development will be dependent 
mainly on the trend of fertility. The first phase is characterized by 
a decline in the total number of children, even though the total 
population is still increasing. This means a change in the age 
composition, for there is a relative as well as an absolute increase 
in the number of working people between 15 and 65 years of age, 
and also in the number of those over 65. If the fertility does not 
increase again in this first phase—and this is not probable—the 
increase of the total population will come to a stop in the follow- 
ing phase. This second phase will be characterized by further aging 
of the population structure. The number of women in the most 
fertile ages—between 25 and 35—will decline, and there will be 
a further increase of older people, especially older women. If fer- 
tility does not increase considerably in this second phase, the third 
phase will be characterized by an absolute decline in the total 
population, accelerating from decade to decade. Only if there is a 
considerable improvement in fertility can we hope for a stationary 
population. 

To follow in detail the economic repercussions of all these 
phases would lead too far. The main problem is whether our eco- 
nomic system is adaptable enough for an adjustment to the grad- 
ual downswing of the population trend so that basic disturbances 
will be prevented. There is no doubt that the decline of the popu- 
lation will be the greater the later economic and social adjust- 
ment to the downward trend is reached. 
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Let us first consider how the numerical changes in our future pop- 
ulation will influence the domestic markets. Looking a generation 
ahead, there will be a probable decline of several millions of con- 
sumers. Nevertheless, there are only a few goods whose quantity 
and quality are directly dependent on the number of consumers. 
Fewer people in our future society will certainly demand less 
bread. But most products can be produced in better quality or 
their raw materials may be used for new goods. There is no reason 
why our capitalistic system should not replace a decrease in one 
demand by inducing an increase in others, or why a decrease in the 
quantity demanded should not lead to an improvement in its 
quality. In the demand for houses or apartments, for example, the 
shrinkage in the quantity and size of buildings could be counter- 
acted by buildings of better standard and better equipment. 

Moreover, billions can be used for projects serving the general 
welfare, such as recreational centers, which even private business 
could carry through to some extent if only the interest rates could 
be kept low enough. The gloom and squalor of worker centers can 
be replaced by garden cities, and the older industrial cities can be 
transformed so that they no longer look like emergency construc- 
tions. Jn short, even with fewer people, there can be an infinite 
demand for capital. But this large demand can be awakened only 
\ by gradually increasing purchasing power. 

As for the present, our most important problem today is the 
decline in the demand for goods that are related to an increasing 
population. J. M. Keynes has estimated that the investment which 
was required to shelter, feed and prepare jobs for the increase of 
the British population in the half century before the World War 
amounted to nearly half of the entire domestic investment. Even 
at the first slackening in the increase of population the amount of 
savings which was formerly used for steadily increasing numbers 
of newcomers has to be invested in a different way in order to keep 
up full employment. We have to replace this demand—and here 
too the way to do it is by stimulating new demands. 
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In the last twenty years business itself has contributed consid- 
erably to the education of individual demand by creating a new 
notion of spending and standards of living. By its special tech- 
niques—aggressive advertising, exhibitions, improved methods of 
market analysis, sales campaigns from the cities far into the coun- 
try—it has brought industry much closer to the wants of the final 
consumer. And these methods have been supplemented by an ex-, 
tension of consumer credit facilities for nearly all kinds of pur- 
chases. This means not only an increased propensity to consume, 
but also an increased capital investment in consumers’ goods. To 
enlarge their markets and to educate for new demands, farseeing 
businessmen have even tried to introduce the two-price system in 
the field of standardized goods, and also the so-called social rates 
in electricity and gas; the lower prices for the underprivileged 
groups cover only the costs of production or involve even a certain 
subsidy which is included in the price paid by the more privileged 
groups. With all this care for the consumer, businessmen them- 
selves—though they have not consciously attempted it—have been 
developing their own devices for counteracting a future numerical 
decline in demand. 

In the past another large part of savings was needed to improve 
equipment, to develop new inventions. Today there is a tendency 
to believe that, in spite of our large number of inventions every 
year, there is no likelihood of any which will create huge new 
demands and thus absorb enormous capital funds, as did railways, 
electricity, motor cars. Nevertheless, in perfecting transportation 
and communication facilities, in developing synthetic materials, in 
applying inventions that grow out of intensive armament, in find- 
ing new uses for metals—in countless pursuits we are launching 
changes and improvements whose repercussions we are still unable 
to estimate. And these pursuits too necessitate new investment 
which cannot be covered by the depreciation reserves currently set 
aside. It is true that some of our recent inventions have gone the 
other way, decreasing the capital required per unit of output and 
saving energy and labor. In fact, in the first period of transition, 
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with its increasing proportion of working people, the rapid devel- 
opment of labor-saving devices may bring temporarily even greater 
difficulties than we face now, with our already high proportion of 
technological unemployment. But in the later phases of numerical 
decline in the working population the development of labor- 
saving techniques can be a balancing force. 

In short, technical progress, by counteracting the numerical de- 
crease of workers and by increasing productivity, can again be the 
most important factor in balancing the effects of population move- 
ments. If we consider the whole trend of our population we may 
wonder whether it may not mean a realization of the neo- 
Malthusian dream, the harvesting period of our technical age. It 
could be that the generations to come will reap the fruits of tech- 
nology for their own use and enjoy them with a new sense for 
quality and art. It could be that self-denial and unending thrift 
will no longer narrow our lives when it is no longer necessary to 
provide coal and food for ever-growing masses of newcomers. This 
looming conjuncture of a gradually declining population trend 
and an ever-expanding technology could bring about—not at once 
and only with due birth pains—a happier period for the masses. 


Ill 


But in all this I have been speaking about what could be. It is 
another thing to consider whether it is actually likely to happen. 
The crucial question now is whether our capitalistic world will be 
able to recognize the possibilities for this prosperous development 
of new demands and whether it will make use of the possibilities 
in order to expand and to make further improvements in its tech- 
nical equipment. 

Businessmen look with dismay on the prospect of any slack- 
ening in the increase of consumers. They have always regarded a 
continuing increase of population as a necessity for successful and 


prosperous business. Now they are already frightened by the 
shadow of a so-called “declining population,” and this adds one 
more argument to their general opinion that we are living in a 
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depressive downward trend caused mainly by the disturbances of 
the world exchange system, by social legislation and governmental 
interference. Such beliefs are dangerous, for though they are based 
on appearances, or even phantoms, they are reality to the business- 
men. We have to put this irrational item in an accounting of our 
rationalistic capitalist world. It cannot be doubted that population 
decline is a psychological factor in the general uncertainty which 
now prevails—and uncertainty means high risk premiums for busi- 
ness credits. 

But in one respect the slackened rise of population is more than 
a psychological disturbance. In the functioning of our private 
business calculations, especially in the calculations for new long- 
term investments with a high proportion of fixed capital, the “risk 
factor’ is undoubtedly increased. In the planning of large new in- 
dustrial units the population trend plays an important role with 
regard to the question whether the full use of the capacity may be 
covered in an adequate time by a growing demand. 

I should like to give an example from my own experience in 
connection with Prussian electricity development. Here the agri- 
cultural population was still increasing, agricultural methods were 
improving, so that more families could remain in rural districts, 
and the use of electricity was steadily expanding. Therefore we 
could count on an increasingly strong inelastic and depression- 
safe demand, with residential consumption growing to fit the over- 
sized production and distribution capacity. Only these expecta- 
tions made it possible to carry the risk entailed in the application 
of the most modern technique and thus to cheapen the total rate 
structure and stimulate more demand. It is obvious that an in- 
creased risk factor, especially in production for inelastic demand, 
will lead to installation of smaller units and to renunciation of 
technical and therefore cost advantages. And furthermore, an in- 
creased risk factor will induce investors to lend their capital to 
such industries only at higher interest rates—which means a still 
higher risk. 

An increased risk factor may play a serious role also in the gen- 
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eral investment trend, since extensive quantitative demand is 
easier to calculate than a qualitatively changing demand which 
has to be built up. Qualitative demand, so to speak, has to be hand- 
tailored for the body. When uncertainty with regard to future 
prospects keeps interesi rates for business above the normal level 
and strengthens liquidity preference, when there is an increasing 
risk factor in many leading industries, many investments will be 
postponed and new technical processes will remain unused. Unem- 
ployment is only the ensuing manifestation of this situation. 

In short, a slackened rise of population limits the realm of pri- 
vate business activities, for psychologically it strengthens the de- 
pressive trends and in reality it hampers extensive investment and 
ventures for new technical developments. And this means that at 
a time when we need the greatest adaptability in producing for 
new demands the capitalistic system’s absorptive power for capital 
and labor is seriously diminished. 

This outlook is undoubtedly dark—but not hopeless. For as we 
know from wartime experience in all fields of economic activity, 
individual wants can be developed and satisfied also through 
public investment. Where it is a psychological spell which holds 
back private investment and keeps unemployment high, public in- 
vestment is due. In manifold forms, from tariff subsidies to the 
ever-normal granary, from public guarantees for private business 
to public ownership in industry, public investment has become a 
familiar expedient in all industrial capitalistic societies. In this 
country its next step will probably be provisions for the protection 
of health, for higher standards of housing for the low-income 
groups, for improvement of general occupation and skill in agri- 
culture and industry (especially in the south), for integration in 


transportation and for a new power economy. A huge new demand 
for capital and for technical and scientific improvement can de- 
velop, especially in those sectors of economic activity from which 
private business is excluded because of the impossibility of cost 
allocation, as in reforestation, protection of devastated natural re- 
sources, flood control, reclamation of land by large-scale irrigation. 
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All this means increased productive investment, but to those 
who think in terms of our old-fashioned economic vocabulary it 
means only increased public debts. The budget-deficit panic of 
today—based as it is on a phantom, though the phantom is cer- 
tainly a perilous reality for business prospects—proves only how 
many there are who live in a world which has passed. The total 
amount of private mortgages for big residential estates and mon- 
strous railway stations is by no means a sounder investment than 
the capital invested in TVA and Boulder Dam, if we consider it 
with regard to the national economy. Managers of private concerns 
today regrettably believe—as even private owners of industry did 
not in the past—that their failure in problems of investment is 
their own affair, and concerns only their shareholders. It is, on the 
contrary, a loss for the total national economy. I think that today 
we are less worried about private failures as deficits of our national 
economy than we should be, and more worried about our public 
investments than is necessary. 

To be sure, there is a serious problem in whether public invest- 
ment should be budgeted in a different way, and whether the 
English form of public boards with centralized economic-political 
leadership is desirable. But this is another issue. 

Some of my friends tell me that I am too much of an optimist, 
that I underestimate the economic, social and political difficulties 
which the changes in our age composition will pile up in the near 
future. Certainly the changing age composition of industrial na- 
tions will add further difficulties to our present crucial problems. 
It will strengthen the tendency toward oversaving, it will increase 
the worries of the older generations, and it will tend to maintain 
at a high level the already huge number of unemployed. 

I do not disregard this conjuncture of unhappy trends. There 
is no doubt that a shift of several million people from one age 
group to the other within the time of one generation will bring 
shifts in demand, disturbances in production and distribution. 
These frictions—overcapacities on the one hand, and on the other 
hand difficulties in building up new industries—these frictions 
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will mean restlessness and uncertainty in the labor market. The 
gainfully employed workers will be inclined not to spend the 
amounts they save by having fewer children, but will want to set 
aside this part of their income for their own future. This will 
mean a higher savings ratio, and therefore decreased spending at 
the very time when spending is most essential. 

At the same time the still increasing numbers of older people 
will have to face greater competition for jobs. As a result there 
will be an increasing pressure for higher old age pensions, leading 
to legislative action for compulsory saving in the various forms of 
social insurance. This will trim the voluntary savings trend, but it 
means piling up huge reserves. In this, however, the danger is only 
that these reserves of the social insurance institutions will not be 
transferred at once into new private investment. Increased savings, 
voluntary or compulsory, have to be transferred at once to invest- 
ment. For where there is more saving and less investment from 
private sources there must at once be increased public investment. 
Timing and synchronizing the private and public investment sec- 
tors will be the chief task. It would be to the advantage of private 
business itself if businessmen would cooperate in the extension of 
public activities, thus making possible a larger field for the timing 
of investment. 

Also, in this first phase, when there is still an increase in the 
number of people asking for work, we shall have to cope with 
structural unemployment, increased by the further application of 
labor-saving techniques. This difficulty certainly should not be al- 
leviated by a curtailment of labor-saving devices, supervised by 
trade unions, as some economists demand. Here too the econom- 
ically sound remedy is public investment and public funds which 
would act as buffer devices. 

To be sure, there are emergency exits for surplus production, 
emergency devices to facilitate the process of contraction in indus- 
tries that have become oversized as a result of structural changes in 
demand. I am thinking now of governmental subsidies and tariff 
walls; behind such tariff walls industries would certainly associate 
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and cartellize to adjust production to demand by quotas and price- 
fixing, as we have seen recently in England. In the long run, how- 
ever, a quite opposite course—that is, increased foreign trade— 
would be a more advisable and successful emergency measure. 

Such a course is beginning to be opened up by Secretary Hull’s 
new trade policy. I mentioned at the beginning the immense pop- 
ulation areas outside the centers of capitalism, and the likelihood 
that they will be increasingly industrialized. America, as well as 
England, France and the northern European countries, can par- 
ticipate in this process through an increase of foreign trade and 
through establishment of manufacturing industries in these for- 
eign countries. 

Today the prospects for such a free and rational development 
are shadowed by war and tensions all around the world. Even at 
Lima the debates about the nationalization of foreign investment 
were not exactly an invitation for foreign capital. But all this may 
be only a question of time. If we are not caught in some world 
cataclysm international trade is bound to increase with increasing 
capital accumulation, and the spread of capitalism in the new 
countries—even within nationalistic straitjackets—will attract the 
participation of the older countries. Such an increase of foreign 
trade could alleviate the necessity for immediate reorientation of 
demand at home. But it would be a daring gamble to stake our 
entire future development on the chance that this path will be 
opened up in time, and extensively enough, to meet our problems. 


IV 


Now in brief summary, and with wanton overemphasis, a few 
general conclusions. 

In the world today there are three different types of economic 
interdependence —historical sequences, even though they still 
exist one beside the other. In all three population is a dynamic 
factor of far-reaching significance. The difference is only whether 
the population factor is counterbalanced by other factors, and is 
therefore only complementary, or whether it is dominant in itself. 
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In the relatively static economic systems, such as China and 
India, where technology is of practically no importance, the 
Malthusian law is valid: a vicious interdependence between 
growth of population and means of subsistence, with population 
acting as the main dynamic factor. The result is poverty and 
starvation as the destiny of the masses. 

In countries where industrialism is ascending there is still a high 
fertility rate, but here we find the interdependence between pop- 
ulation growth and means of subsistence amplified by technology 
and organization. Technical progress is even faster than the growth 
of population, and therefore productivity creates further invest- 
ment and increased demand. In this so-called liberal economy the 
dominant factor is technical progress, bringing with it a growing 
demand. 

Finally, the old industrial world, England and soon America, 
is at the beginning of a new interdependence of the productive 
factors, with population declining or at best remaining stationary. 
In this phase technical progress will still be an essential factor— 
not because it will make possible the accommodation of ever- 
increasing newcomers, but because it will help us to create in- 
creased demands from fewer numbers. For in the period we have 
now entered the main dynamic force in the functioning of our 
economy will be demand. The decline in the labor supply will be 
neutralized by the fact that technical and organizational methods 
will be directed toward a saving of labor and raw material. The 
decline in investment will be counteracted by public investment 
and by collective institutions for the welfare of the people. But 
in both private production and public investment, demand—I 
repeat—will be the leading economic force. 

It is unfortunate that as we enter this new interdependence we 
are still thinking in the old liberal terms. There is a tendency to 
believe that if only this or that item of government policy is 
changed, business can again find its own salvation. But this period 
we are entering is of a totally different character from that of the 
expansive period we have now passed through, and if private 











and 
the 
een 
‘ion 
and 


igh 
)Op- 
ogy 
wth 
rest- 
the 
ring 


‘ica, 
tive 
ary. 


ver- 

in- 
ave 
our 
| be 
ods 
The 
lent 
But 


we 
y to 
y is 
jod 
the 
vate 








IS THE ECONOMIC FRONTIER CLOSED? 153 


business cannot adapt itself to the new economic necessities of a 
changed population trend it will ultimately be forced into a posi- 
tion where it no longer has a choice. 

In the allocation of labor and in its rewards, in the extent and 
direction of investment, the guiding principle must be the funda- 
mental necessity for increased consumption. In dictatorial coun- 
tries it is the government alone that is responsible for these 
decisions; the private entrepreneur—so far as he still exists— 
has become a state agent. But in free capitalistic countries it is 
still possible for business to maintain its independence, if it will 
recognize its necessity to plan for new needs and to accept a cer- 
tain essential participation by the government in the way of regu- 
lation and supplementation. 

In a word, there is no economic reason why our future popula- 
tion trend should mean economic stagnation. 

But how we actually make use of our possibilities for an ade- 
quate economic development in the future—that depends on our 
understanding and our vision. It depends particularly on how we 
solve our immediate problems of investment and employment— 
problems which are the chief concern of our discussions today. 


(The Graduate Faculty) 


IS THE ECONOMIC FRONTIER 
CLOSED? 


BY EMIL LEDERER 


I; OUR experience is different from what we expected, our think- 
ing tries to catch up with the facts by a new hypothesis. Unfor- 
tunately facts always lend themselves to an alternative explanation, 
and thus causal interpretations as well as predictions of the future 
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run on various lines. The long-lasting prosperity previous to 1929 
meant to some that a “New Era” had begun, while to others it 
meant the prelude to a devastating crash. 

The Great Depression has also induced two interpretations. 
According to one view the reasons for the length and severity of 
the depression are the rigidity of prices and wages, due to the 
monopolies of producers and of trade unions, and in addition the 
interference of the state—not only its tax legislation but also 
the lack of confidence resulting from government policies and the 
uneasiness caused by reckless spending. If this opinion, which we 
may call orthodox, is correct, a return to perfect competition, a 
balancing of the budget and a withdrawal of government from 
the sphere of business would have brought a solid recovery in 
1933 and the following years. The other view is that there has 
been a weakening in the forces of expansion which prior to 1929 
and especially during the nineteenth century helped to cut short 
depressions and to initiate a recovery and a new prosperity. If 
this opinion is found to be better justified, it is the mission of the 
state to direct, to organize and to stimulate economic activities, 
and private business misunderstands its own interests if it insists 
on a policy which, by curtailing the national income, would make 
for deflation and a further decline of production and employment. 

It is my belief that the latter view is more tenable, that some- 
thing is indeed wrong with the forces making for the growth of 
the economic system. My concern now is to consider how far the 
data at our disposal indicate the validity of this hypothesis, and 
to consider especially what these forces of expansion are, and why 
their weakening makes depressions longer and more severe. The 
consequences for economic politics I leave for other discussions. 


I 


I would define economic expansion as the increase of aggregate 
production from one production period to another. If the concept 
is defined in this general way it includes expansion that results 
from an increase in population, from better utilization of natural 
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resources, from improving technique, and from increase in the 
employment of idle factors, even if this means only a return to 
a level that had already been reached. 

And I would distinguish two types of expansion: horizontal, 
which is merely a broadening of existing branches of production; 
and vertical, which entails the building up of new industries. 
Horizontal expansion means more houses, more clothing, more 
furniture; vertical expansion means new ways of transportation 
(such as railways, automobiles), new services (such as telephone, 
telegraph), new power (such as electricity), new commodities (such 
as refrigerators, bicycles, drugs, air conditioning and the like). 

It is difficult to draw a sharp borderline between old and new 
industries. The period during which the commodity can be called 
“new” is rather long. I would say that this period includes the 
time necessary to develop the commodity, to introduce it to the 
market and to persuade its purchase by all those whose incomes 
and demand schedules make them potential buyers, and that it 
includes also the time required to develop a technique of produc- 
tion which is adequate to the prevailing average. After this point 
has been reached the commodity can be termed “old.” Further 
increases in sales will then depend upon an increase in population 
and a general increase in the efficiency of labor and capital. During 
the period in which the industry is new, its building up will imply 
an expansion of the whole system, and thus will not lead to un- 
employment of productive factors in other industries. 

By far the greatest part of the income that is now earned in 
producing commodities or services is derived from industries 
which did not exist a hundred and twenty years ago. Railways, 
telegraph, telephone, electricity, bicycles, automobiles, airplanes, 
many durable consumers’ goods in our households, movies, all 
sorts of drugs, radio, air conditioning, which is just beginning— 
all these imply a complete change of our world. The belief is 
growing, however, that our time is not likely to see the emergence 
of important new industries. The last great new industry—auto- 
mobiles—has become old: effective demand is saturated, produc- 
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tion is mostly for replacement, and the “new” demand from in- 
creasing population and from new layers of the population is 
negligible. There are some new industries, such as air conditioning 
and, to some extent, the airplane and various others of minor im- 
portance, but it can hardly be doubted that we are not headed 
toward an era comparable to the railway age or the electricity age, 
when the foundations were laid for a new system of production 
and in fact for a new way of life. 

If there is little to be expected from vertical expansion, what 
then are the prospects for horizontal expansion? 

In an economic system with full employment and fully utilized 
capacities, with increasing population and sufficient profits and 
savings to finance additional equipment for the employment of 
the increase in the number of workers, we should find a condition 
of harmonious horizontal expansion. All branches of production 
would expand according to the demand schedule of the con- 
sumers; all profits would be at the average level; and the supply 
of capital would exactly satisfy the demand at the current interest 
rate, which would be dominated by the average profit. Since the 
entrepreneurs would expect sufficient profits they would expand, 
thus employing the workers whose incomes would make their 
expectations materialize. This system can be described as “‘lifting 
oneself on one’s own bootstraps.” 

Of course, such an economic system does not exist. But even if 
some of these conditions are lacking there could be a tendency 
toward horizontal expansion, a tendency strong enough to main- 
tain full employment of labor and capital. Temporary disturb- 
ances could arise from wrong judgments concerning the future 
demand for special commodities, or from too high interest rates 
or wages, but with free competition these disturbances would be 
merely frictions and would correct themselves. 

The assumption that ours is such a system of constant and 
smooth expansion explains why economists as well as laymen re- 
coil from the hypothesis that the lack of new industries may be 
responsible for the major difficulties of our recent period. Does 
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n- it make any difference, they ask, whether capital is used for old 
is or for new commodities? 
1S It is true that vertical expansion would not be needed within 
- the ideal system of horizontal expansion which I have outlined. 
-d Production of the new commodity would be likeiy to yield higher 
e, profits, and thus workers and capital—with or without an increase 
o- in the interest rate—would be diverted from other fields of in- 
vestment. Production in the old fields would then increase at a 
at slower pace than it did previously. As soon as the commodity 
reached the market consumers would rearrange their consump- 
d tion in order to buy it. In such a case, where all the productive 
id factors would have been employed anyway, the new industry 
of would only increase the general welfare, or the aggregate utility 
a realized by the system of production, for with the same work 
a satisfaction would be greater than it was before. Therefore if there 
ol were indeed forces in our economy driving toward harmonious 
ly horizontal expansion it is true that the lack of new industries 
st would have little effect on the chances for recovery. 
ie But the assumption that we live in such a system is so unrealistic 
1, that it is astonishing that it can be actually believed and pro- 
ir posed as the basis of economic policy. In the first place, we cer- 
8 tainly have unutilized capacity and unemployment; in the second 
place, economic expansion moves not continuously but by jolts), 
if and jerks, so that the only way in which the system expands is \ 
y by cyclical movements; and finally, it should at least be mentioned, 
J though I cannot go into the problem, that within the cycle both 
, prosperity and depression are cumulative. 
€ It is within this framework of the business cycle that we have to 
Ss consider the problem of horizontal expansion. After a particularly 
e severe depression, with its credit restrictions, its postponement of 
replacements and—especially important in a rich country—its 
d postponement of demand for durable consumers’ goods, can our 
e economic system return to recovery by its own strength? In other 
€ words, are there ‘“‘automatic forces” driving toward horizontal 
5 expansion? 
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Let us assume that although there are idle funds of capital, un- 
utilized capacities and unemployed workers, production may be 
expected to hold its own at its present level and that even some 
of the necessary replacements are being made. People believe that 
reduction has reached “‘rock bottom,” whatever that may be. 

Under these conditions there will scarcely be investments in old 
industries. As long as there are unused capacities there can be no 
expectations of profits from additional plants. Therefore the only 
hope for expansion is from increased production in existing plants 
producing consumers’ goods. Such an increasing production could 
—one should think—create the incomes which would afterward 
justify the expansion. Why shouldn’t business lift itself on its 
own bootstraps? 

But an expansion that takes place only in the consumers’ goods 
industries will not be enough. The incomes created there will 
always be greater than the increase in the demand for consumers’ 
goods, because part of the value of this output will be profits, 
part will be reserved for replacements and part will be saved by 
the workers and employees. Thus inventories will increase or 
prices decline, or both, and a limit will quickly be set to this type 
of expansion. There is no way of escaping the conclusion that 
recovery cannot be achieved by expansion in consumers’ goods 
production alone, that it has to be an all-around increase of output. 

This deadlock in the production of consumers’ goods cannot 
be broken by a reduction of wages, which would mean only a 
shift in purchasing power from one group to the other, nor by an 
increase of wages, which would mean either a corresponding in- 
crease in prices, preventing an increase of demand, or losses, lead- 
ing to a further decline of production. 

The only way in which aggregate production could expand 
would be through a disequilibrium which would somewhere 
initiate investments, as for instance in housing or in other durable 
consumers’ goods. With very low wages in construction, with a 
very low interest rate and low prices of building material, en- 
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trepreneurs might venture to embark on such enterprises on the 
assumption that all their costs would be higher in the near future. 
But it is obvious that the disequilibrium must be very striking 
in order to induce such investments; it would have to mean a 
price-wage structure for horizontal expansion which is different 
from that required by vertical expansion. 

In our times there is still another reason why the economic 
system does not tend automatically toward horizontal expansion. 
This is the fact that since the war the efficiency of labor has in- 
creased so rapidly that the obstacles to reemployment have be- 
come stronger and depressions more severe. The output per 
man-hour has been increasing for more than a hundred and fifty 
years, but the pace has not been the same. It is difficult to measure 
the pace for the nineteenth century, but there is undoubtedly a 
striking contrast between the first two decades of the twentieth 
century and the following period. These are the figures: 1899, 100; 
1919, 125; 1925, 180; 1929, 190; 1931, 200; 1933, 220. 

These great changes in the efficiency of labor, due to mechaniza- 
tion, have been accompanied by great savings in construction and 
in the production of equipment. That is true especially of the 
latter twenties and early thirties of our century. Increasing ef- 
ficiency certainly does not in itself make for unemployment, but 
the absorption of those who are displaced presupposes a pliant 
adaptation of production to the new conditions. 

Let us consider an industry in which 100,000 workers are em- 
ployed; if the necessary labor is cut by 20 per cent we can produce 
the same output with 80,000 men. Assuming that the original 
payroll was go per cent of the costs, the savings in wages, if passed 
on to the consumer, will mean a price reduction of 6 per cent of 
the costs. We could reemploy the displaced workers only if the 
market responds to the price reduction of 6 per cent by an in- 
crease in demand of 25 per cent. On the average we cannot count 
on an elasticity of demand greater than unity; therefore in this 
case demand would increase by just 6 per cent, making an em- 
ployment of 84,800. Of course there are then greater expenditures 


160 . SOCIAL RESEARCH 


for raw materials, fuel and other costs; but if similar cost reduc- 
tions have taken place almost everywhere—as they actually did 
as a consequence of the war—the displaced workers will not be 
reemployed. Moreover, the deflationary effects of such technical 
changes ensue immediately, so that the subsequent expansion of 
production may be checked in this wave of income reductions. 

If in our example we maintain the old prices our extra profit 
will be 20 per cent of the former payroll. There will be a time 
lag in the spending of these savings, and this will delay the re- 
employment and exert a deflationary influence. But even if we 
invest these additional profits immediately, they cannot give em- 
ployment to all the displaced workers since only a part of them 
will be used for wages; and whatever compensation does occur 
will not benefit the displaced workers for it will increase employ- 
ment and production in other parts of the system, or perhaps 
abroad. Only a great mobility of the unemployed will help to 
reabsorb them. 

Of course, if new industries take up the slack the absorption 
will be comparatively smooth and quick. In fact, it is in such a 
situation, when there are obstacles to horizontal expansion, that 
is, when there are idle factors of production, that the importance 
of vertical expansion arises. Then the new industry absorbs a part 
of these idle factors and creates a demand both for new invest- 
ment and for the new consumers’ goods or services. The fact that 
consumers will divert a part of their income to the new commodi- 
ties or services will not mean a reduction in the consumption of 
old industries, because such a reduction will be offset by the in- 
comes originating in the new industries. Thus aggregate pro- 
duction will increase. 

This is what happened during the nineteenth century, and 
therefore many economists believe they can “read from experience 
that machines do not reduce jobs but make more jobs.” Actually, 
even the nineteenth century was an appalling story of dislocation, 
misery, unemployment. There was—more or less—a job for 
everybody who was ready to work under any kind of conditions. 
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But it was a constant process of adjustment, made possible only 
by the growth of the whole system. Today we have only one part 
of the process: the displacement of workers. And there are very 
few places where they can go; hence the unemployment of both 
workers and capital. During the nineteenth century the retarda- 
tion of adjustments was caused by the lack of capital, while the 
demand for it was almost always brisk, but now, though the capital 
would be available, there are too few and too narrow outlets for 
it, too few working places. 

No careful study of industrial development can fail to show 
that technical progress is a major problem, not one that exists 
only in the minds of cranks. Its faster pace today is only a further 
cause for our difficulties in expanding production. Technical 
progress increases the number of those who have to be taken care 
of. When they appear on the labor market during the downswing 
of the cycle, when employment is already reduced, they aggravate 
the overcapacity which itself would slow down horizontal ex- 
pansion even if there were a quick recovery under the stimulus 
of new industries. 

An analysis of the principles of price equilibrium would only 
strengthen these conclusions. Such an analysis, leading as it must 
into the intricacies of economic theory, is best reserved for an- 
other occasion. Here I need only say that even if the individual 
producer, by cutting prices to the level required by equilibrium 
theory, could succeed in maintaining his position on the market, 
this would not mean that if every producer did the same it could 
create conditions sufficient for the expansion of the entire system. 


III 


In short, it seems clear that under present conditions there are 
no automatic forces that could drive our economy toward hori- 
zontal expansion. And that vertical expansion of any considerable 
extent cannot be expected in the near future seems very likely, 
in view of what we know about the changes pending in industry. 
Does this mean, then, that expansion is impossible, that in the | 
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prevailing circumstances our economic frontier is indeed closed? 

It means only that automatic developments can no longer be 
expected. Under the conditions of today recovery depends on 
measures which were not necessary in times when the pulling 
forces of new industries were strong and when consequently op- 
timistic expectations were general, unshakable by depressions and 
well justified by the changes which everybody could foresee. The 
nature of these measures will be considered in other papers. 

It is frequently objected that the measures we must resort to in 
order to assist the economy out of its inertia involve an even worse 
evil than inaction, that is, unlimited and reckless spending. In 
my opinion this is not the case. There is a wide range of positive 
measures: monetary policy, subsidies for special industries, the 
creation of demand for new commodities and services, a deliberate 
increase of efficiency in special sections of the country which could 
increase their buying power. 

One of the greatest dangers of modern democratic society is the 
rapidity of change in the economic mechanism; people cease to 
understand it and they still believe in ideas which relate to a 
former period. But if they can be helped to realize that there has 
been a change even in the most fundamental conditions of eco- 
nomic life they will be willing to accept the measures which are 
indispensable in order to preserve whatever of the old can survive. 
They will see that older capitalism was frequently threatened by 
inflation, while nowadays deflation is the great curse. 

It is true, however, that for a people whose habits were de- 
veloped by a situation in which saving and self-denial were eco- 
nomic as well as religious virtues it may be difficult to recognize 
that there can be too much saving, that thrift can destroy, that 
running risks reduces risks, that to plan for certainty and security 
is the surest way to lose, that nothing is so dangerous to wealth as 
the increase of it. Let us hope for a modern Mandeville, who will 
drive home to everybody the understanding that vices and virtues 
are relative to the epoch in which we live. 


(The Graduate Faculty) 
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As we listen to, and participate in, symposia of this kind, it becomes 
increasingly evident that businessmen are concerned with a great num- 
ber of economic, political and social problems which increasingly 
impinge upon the administrative and accounting questions of concern 
to private enterprise. Professor Johnson has emphasized the fact that 
businessmen too often forget to give weight in their ledgers to the costs 
of unemployment as such costs affect the lives of workers and their 
families. Perhaps there is overdue the development of a new category 
of thinking in business economics which might be comprehended 
within the term “social accounting,” by which would be meant a study 
of the many ways in which social and economic costs must be translated 
into terms of business bookkeeping. 

There are, obviously, a great many reasons why businessmen do not 
go forward these days with the optimism and confidence characteristic 
of earlier years. We have been considering this afternoon what might 
be called “shrinking frontiers,” or, to put it in another way, the con- 
tracting horizons with which businessmen seem to be confronted. It 
would doubtless be helpful if we could develop the meaning of the 
term “frontier” more generally. There are really three different concep- 
tions involved in the term “frontier” as we look beneath the surface of 
current discussion. 

There are first, I submit, the physical frontiers which we in the 
United States instinctively think of when the word is bandied about in 
popular discussion. Secondly, we may consider what might be called 
economic frontiers. Finally, there are psychological frontiers, as every- 
one who closely studies the businessman’s habits of thinking must 
recognize as having a very real existence. 

Professor Lederer is not discussing the frontier in the first sense just 
mentioned. In his paper the frontier is not what the American usually 
visualizes, namely, a vast territory with unexplored forests, immeasur- 
able resources in minerals and millions of acres of unexploited soil. 
These physical frontiers belong in the domain of commercial geog- 
raphy, and have had of course a dominant part in the development of 
American ways of thinking and of living. Despite the many gloomy 
prognostications that American business is facing a stone wall in its 
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effort to expand because of imminent near-exhaustion of national re- 
sources, it is gratifying that none of the papers presented this afternoon 
shows undue concern of this kind. It would indeed be a rash man who 
would predicate declining American business upon depletion of natu- 
ral resources, in view of the tremendous technological developments 
and the contributions of industrial chemistry in increasing the efficiency 
and continually widening the range of physical exploitation. Reports 
of the President’s Committee on Natural Resources and many other 
careful studies are bringing home the tremendous possibilities of tray 
agriculture, of converting coal into gas, wool into milk, air into nitrates, 
and so on. 

It is another kind of frontier—what I have called the economic 
frontier—with which, if I understand him correctly, Professor Lederer 
is chiefly concerned. The same may be said of all of the stimulating 
addresses to which we have been listening. The economic frontiers 
with which Professor Lederer has been dealing have to do with those 
limitations placed upon the power, or disposition, of private business 
to expand by reason of what would appear to be lessening opportuni- 
ties to sell goods on rising spirals of demand. He has distinguished 
between horizontal and vertical expansion, calling attention to the 
fact that although it is difficult to draw a sharp borderline, there is 
nevertheless a valid sense in which the expansion of industries already 
in existence may be referred to as horizontal, while the creation of new 
industries calling for a new technology and generous new capital 
investments is in reality a kind of vertical expansion. 

But, after all, I wonder whether Professor Lederer is not drawing 
too sharp a borderline, too clear-cut a distinction between vertical and 
horizontal expansion. Construction of houses, for instance, is cited as 
an illustration of horizontal expansion, and grave doubts have been 
shown as to whether great opportunities lie ahead in this field. Is it not 
reasonable to assume, however, that air conditioning and prefabricated 
housing may shortly afford such improvements and economies in do- 
mestic housing as to create a truly vertical expansion in this branch of 
the construction industry? Those familiar with the England of recent 
years know that for a period of several years, terminating perhaps in 
1937, an almost unbelievable expansion of house construction stood in 
the vanguard of what amounted to a domestic boom. Such economies 
and improvements in housing have been effected in the United King- 
dom as to create what might be called a new industry. 

As regards the capacity of expansion enjoyed by several industries, 
which Professor Lederer evidently thinks are virtually closed to sub- 
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stantial growth, milk might be cited as an example. Why must we 
assume that such a common article of diet is necessarily limited greatly 
in its possibilities of growing consumption? If all the school children 
of the United States and Great Britain had enough milk for a properly 
balanced diet, I strongly suspect that we would see an expansion in the 
dairy industry that would be vertical and horizontal to boot! 

And why are we justified in saying that little is to be expected from 
vertical expansion in the sense in which the term has been used in this 
paper? Surely entirely new industries are opening up in promising 
ways, and will continue to open up, provided capital and confidence 
are available for their development. What about air transportation 
and television, to mention only two? No conclusive evidence has yet 
been presented, despite many statements to this effect, that our country 
is now closed to wealth-creating and employment-giving new basic 
industries. 

Professor Staudinger has emphasized another aspect of the economic 
frontier in most interestingly developing the economic implications of 
a stationary or declining population. He dwells upon the uncertainties 
which such a prospect creates in the minds of businessmen. In my ex- 
perience there are very few businessmen to be found who in their 
workaday world are even aware of the population trends toward sta- 
tionary or declining numbers. Even if they were aware of this fact, I 
doubt whether they would worry very much about it. It would speak 
well for the business world if horizons were so broad that individual 
business firms were devoting much time to the future dangers inherent 
in declining population, but I fear no such degree of rational planning 
or provision exists. 

As regards this population problem, where the shoe pinches now is 
that some six million or more of our young people in the age groups 
of sixteen to twenty-one are at present both out of school and out of 
jobs. The situation for these young people is more acute now than ever 
before and, let us hope, than it ever will be again. Not only are there 
more boys and girls in this age group than ever before and ever again— 
if we may trust population statistics— but they must enter into competi- 
tion with a greater number than ever existed before of their elders in 
the active working years. The latter are also going to increase for many 
years to come. 

Professor Staudinger has rightly pointed out that there are only a few 
goods whose output for sale must be directly dependent upon the num- 
ber of consumers. I hope that at some future time we shall hear Pro- 
fessor Staudinger further develop this most important fact. For it is 
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certainly important to remember that even among commodities whose 
demand is often assumed to be inelastic there is tremendous possibility 
for expansion, even within our own borders, if improved methods 
make possible drastically lower prices. One has but to read the conclu- 
sions of that recent thorough survey of the world’s nutritional needs 
made by a League of Nations Commission to have it borne home that 
not alone in war-torn areas or in totalitarian regimes where cannons 
are preferred to butter is there a great dearth of the bare necessities 
of proper minimum nutritional standards. Even in countries like the 
United States, where productive capacity often runs ahead of con- 
sumers’ demand (that is, demand effective at prices covering production 
costs), there is no reason to assume that with lower prices demand for 
milk, cotton and a great range of staple commodities may not be 
substantially increased. 

Professor Staudinger has spoken of the many opportunities for the 
development of new tastes and the marketing of the products of new 
technologies. It is interesting in this connection also to bear in mind that 
the shift from goods to services in the relative importance of consumer 
demand is capable of much greater development in the years imme- 
diately ahead. You will recall that the late Professor John Bates Clark, 
who has been quoted today, stressed the fact that, as far as economic 
value goes, the notes from the chords of a harpist are as truly wealth as 
wheat ground into flour at the mill. Certainly there will have to be 
horizontal as well as vertical expansion in the demand for physical 
commodities; but also there is need to create new desires calling for 
the gratification which artists, actors and creators of humbler services 
can render. It is not services versus staples, but services plus staples in 
an economy that is developing soundly. 

Just a word about that third frontier which I took the liberty of 
calling the “psychological frontier.” This is a tremendously important 
concept which has been touched upon in the papers we have just heard 
but not developed to the extent merited if more time were available. 
Our economic frontiers are always limited by our physical frontiers. 
Goods and services cannot be created without raw materials. Psychologi- 
cal frontiers, even in the humdrum world of business, have no necessary 
connection at any given time with either our economic or our physical 
frontiers. In times of boom businessmen think, and others think with 
them, that the arc of expansion can go far beyond what commonsense 
would show is appropriate and safe. On the other hand, in times like 
the present the psychological horizons contract out of all proportion 
to business opportunities because terror of red figures paralyzes the 
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ordinary functions of private enterprise in bringing capital, manage- 
ment and labor together. 

The stimulating papers which we have just heard do not in my 
opinion give adequate weight to the point of view of business. Without 
understanding what businessmen are thinking, rightly or wrongly, 
we cannot satisfactorily diagnose the economic situation. Whether we 
like it or not, we live under a system of private capitalism. It may be 
that some other system is theoretically better. That, however, is beside 
the point. Now and for some time to come it is private business enter- 
prise which must face the task of feeding and clothing our people, no 
matter how much government may intervene, no matter how high 
taxes may go or how great the budgetary deficits may be. Whatever 
else we do or don’t do, it is essential that we remove as far as possible 
what Professor Staudinger has called the psychological obstacles hold- 
ing back private investment and keeping unemployment high. That 
involves a whole series of problems in connection with business enter- 
prise, which I hope may be more thoroughly explored in the sessions 
to come. 

I am wholly unable to understand, however, how it can be assumed 
with such a degree of assurance that business betterment is to be sought 
through increasing government expenditure (or “investment”’) at the 
continued expense of mounting government deficits. Neither of the last 
two speakers seems to be moved by the psychological effects and the 
resulting national dangers of a series of unbalanced budgets whose 
service far transcends any reasonable estimate of revenues from existing 
taxation. We have been told that budget deficit “panics” are a phan- 
tom; and yet in the same connection we are treated to the aside that 
this phantom is undoubtedly a perilous reality to business prospects. 
If the latter statement is true, then fears arising from budgetary deficits 
are anything but a phantom. Let me repeat that in an economic society 
where the volume and directives of business are largely determined by 
prospects of business profits—or at least of operating in the black—the 
word “phantom” is a complete misnomer if applied to any of the 
misgivings and fears generated by recklessness in public spending and 
irresponsibility in high places. 

Business must certainly bear its full responsibility for our economic 
ills. Not always has it cooperated with government as it should have 
done; nor are there any valid grounds for maintaining that govern- 
ment regulation is always unnecessary and harmful. I am not one who 
would insist that each year’s governmental outgo should be precisely 
balanced by the intake. But it is a far cry to condone, and even ap- 
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prove, government spending supported quite inadequately by a system 
of federal, state and local taxes which in the last decade has increased 
its toll from approximately one eighth to about one fifth of our entire 
national income as a people. In the last ten years far more has been 
taken in the form of taxes from business corporations than the entire 
profits available to their common stockholders. Much heavier taxes 
than those presently imposed are apparently the only alternative to 
repudiation of government debt by inflation or by direct means. Per- 
haps this is too dark a view. Hope lies not only in the more efficient 
organization of government services but in fundamental revision of 
our entire tax system with a view to removing, in this and other ways, 
some of the artificial restrictions standing in the way of otherwise 
natural business expansion. We are all looking forward to the further 
papers of this evening and tomorrow, which will throw much light 
upon these problems of government organization and budgetary 
policies. 
LELAND REx ROBINSON 


(Columbia University) 


II 


When the chairman of the program committee picked me out to com- 
ment on Dr. Lederer’s paper I assume that he did so because he thought 
I would disagree with it. That supposition was well-founded. I do. 
Many previous depressions have lasted longer on the down side 
than this. Many have involved more human suffering, but recovery 
followed each one without organization and stimulation by the state. 
Why assume that this depression is something new and not self-curing 
like its predecessors? Dr. Lederer and Dr. Staudinger are “New Era” 
economists. Like those who in 1929 predicted a perpetual boom, they 
predict a perpetual depression unless the government continues to 
borrow and spend. To support my statement that some of the previous 
depressions have been as serious as this, I wish to point out merely that 
in this country the losses to bank customers were proportionately more 
serious after 1814 and 1837 than they were this time, and perhaps that 
was also true in the 70’s and go’s. Unemployment among industrial 
workers was probably worse on those previous occasions, although it is 
true that industrial workers were a smaller proportion of the popula- 
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tion. Wage rates were cut more during those times than during the 
present depression. Warren & Pearson’s index of commodity prices 
fell more after 1814 and 1837 and 1864 and 1872 and 1919 than it did 
during this depression. 

So much for the United States. In Europe the depression of 1848 was 
so plainly worse than this one that it is not necessary to go into details 
about it. 

It is true that the recovery this time has been slower than after any 
depression of the last century, but it is also true that all nations have 
taken drastic action to hasten recovery this time. The two outstanding 
characteristics that distinguish this depression from its predecessors are, 
first, the slow recovery, and second, state intervention to promote re- 
covery. Is it not reasonable to suppose that this government interven- 
tion was at least partly responsible for the slow recovery? 

It made little difference what measures were taken. All over the 
world there were definite signs of recovery in the third quarter of 1932, 
just as there were in 1843 and 1878 and 1894 and 1908 and 1921. But 
instead of allowing this recovery to proceed by permitting businessmen 
to proceed with their quest for profits, and by continuing to observe 
the sanctity of contracts, the governments of several important coun- 
tries debased their currencies, repudiated their bonds, fixed prices, 
attempted to subsidize some kinds of production and penalize others, 
and thus discouraged the initiative of private citizens which had previ- 
ously on all occasions brought recovery. This they did in the name of 
national planning. 

Planning means that a number of persons with academic and theo- 
retical backgrounds, but frequently without any great knowledge of 
human nature or practical politics, try to impose rules for the economic 
conduct of national affairs with the aim of improving the general 
welfare. They are assisted by office-seeking politicians, self-seeking 
pressure groups and notoriety-seeking publicists. Being human, they 
would make as many mistakes as private businessmen would make even 
if the job were no harder than running a private business. But the job 
is infinitely harder. Moreover, when a private businessman makes a 
mistake he either finds it out pretty quickly and corrects it, or else the 
sheriff and the receiver in bankruptcy correct it for him. But when a 
governmental planner makes a mistake all he has to do is to persuade 
the voters that his critics are scoundrels, and then he can go on re- 
peating his mistakes for another term of office and paying for them 
with other people’s money, and if he uses that money to lengthen his 
term or to increase his power can he be blamed for it? That is only 
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what dictators and tyrants have done regularly since the dawn of his- 
tory. Is it fair to expect every president to be a Washington or every 
premier to be a Cavour? Under such circumstances private capital can- 
not compete with the government and cannot assist in bringing about 
recovery. One might as well hitch up a bull in a team with mules and 
expect them to pull together. 

Dr. Lederer has stated that the orthodox view is that one of the 
reasons for the length and severity of the depression is the rigidity of 
prices and wages, due to the monopolies of producers and wage-earners. 
As for prices, they have been no more rigid in this depression than in 
previous severe depressions, except those that have been fixed by the 
government. Moreover, the chief critics of rigid prices have not been 
generally regarded as belonging to the orthodox school of economists. 
Government economists have been severe critics of rigid prices. I may 
mention such names as Gardner Means, David Cushman Coyle, Paul 
Douglas, Leon Henderson and Franklin D. Roosevelt. 

As for wages, they have been more rigid than in previous depressions, 
but mainly as a direct result of government intervention, from the 
moral exhortations of President Hoover and President Roosevelt down 
to the administration-aided activities of the CIO, the wage policy of 
the WPA, the Wages and Hours Act, the Walsh-Healey Act, etc. Wage 
rigidity has probably retarded recovery, but wage rigidity is only one 
feature of state interference. 

Referring to Dr. Lederer’s distinction between vertical and horizon- 
tal expansion, I wish to suggest an alternative. Instead of distinguish- 
ing between production of known goods (horizontal expansion) and 
production of new goods (vertical expansion), I think it is equally im- 
portant to distinguish between distribution of goods to more people 
and distribution of more goods to a given number of people. We might 
call this extensive distribution and intensive distribution. 

At no period in the history of this or any other country have the 
masses of the people had as much as they would have liked of the 
known comforts and luxuries. Probably they have never had as much 
as they would have been willing to work for, if circumstances were 
such that by working they could reasonably hope to attain more. The 
output of goods and services in this country could be twice as great 
as it was in 1929 without raising the median family income above 
3,000 in dollars of 192g purchasing power, if the relative distribution 
of incomes among families were unchanged. Would any family in this 
country have any difficulty in spending 3,000 1929 dollars? And would 
not most heads of families now getting less be glad to earn 3,000 1929 
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dollars? Here is an economic frontier equal in importance to land 
that would support a population equal to our present one of 40,000,000 
families. Or, let us consider the possibility of raising all families to the 
average level by diminishing inequalities of income. What an enor- 
mous increase this would mean in the demand for all sorts of goods, 
with the possible exception of steam yachts and boxes at the opera. 

The standard of living of common and semi-skilled laborers both in 
this country and in England has doubled since 1860. By that I mean 
the purchasing power of laborers in terms of goods and services, not 
including services provided free by the government. At that time no 
one foresaw such a development. The increase in goods and services 
purchased by laborers has consisted not only of new goods but of a 
greater supply of old goods made available to the masses by improved 
methods of production. 

The increase in production, and in the demand for capital, labor 
and land since 1860, has been the result of a quadrupling of the popu- 
lation here and a doubling of the population in England, plus a 
doubling of the per capita expenditures and requirements in both 
countries. Perhaps the population increase is approaching an end, de- 
spite the fact that there are only 41 persons per square mile, and that 
no state is yet as densely inhabited as England or Belgium. But the end 
is still several decades off. The net growth of the population is still 
about goo,000 a year and complete cessation of growth is not expected 
for forty years. A lot can happen between now and then. Moreover, 
whatever may be true of the population, the raising of the per capita 
wealth and income has perhaps only begun. If it is not necessary to 
produce for more persons we can concentrate on producing more for 
the same number of persons. 

A hundred and fifty years ago well-meaning persons were alarmed 
at the knowledge that some wage-earners were spending part of their 
wages on tea and sugar. Such luxuries, they thought, would destroy 
the character of the working classes. Twenty years ago the spiritual 
descendants of these well-meaning persons were alarmed at the in- 
creasing use of automobiles by wage-earners, and their attendance at 
the movies. And the wage-earners were using more tea and sugar than 
before. Now perhaps the chief cause of alarm is the shortness of the 
working day; but leisure is also a luxury, and like other luxuries is a 
product of capital and enterprise. Idleness by itself is not leisure, unless 
it is accompanied by the money and other apparatus necessary to make 
it attractive, and these have to be produced and earned. 

We have witnessed the development of a vast intensive frontier. The 
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variety of goods produced has increased, and the quantity of both old 
goods and new has increased faster than the population. We have had 
both horizontal and vertical expansion, both extensively and inten- 
sively, and whether or not it is true that the extensive frontier has 
reached its limit, there is no proof or presumptive evidence that the 
intensive frontier has yet been approached. 

It is important to note that this intensive frontier requires more 
capital and enterprise to develop it than the older and more conspicu- 
ous extensive frontier, because the latter produced its products mainly 
with the aid of land which was a natural gift. The intensive frontier 
requires little land but a vast amount of created and saved capital. 
And whereas the extensive frontier was developed by workers with 
muscles and physical courage, the intensive frontier can be developed 
only by workers with brains and speculative courage. 

The demand for capital, instead of being less in the future, may 
be greater. The fact that we do not now see just how this capital is 
to be applied does not mean that it will not be needed to satisfy now 
unsuspected wants. The railroad, the radio, the telephone, the electric 
light, the automobile, all burst into an unsuspecting and at first un- 
receptive world, and unless impeded by governmental planning there 
are, I believe, a host of other important inventions waiting to be born. 
There are 70,000 applications for patents every year and it seems to me 
that with 200 new ideas every day it should not be very many years 
before we get a good one. But even if there should be a slowing-up 
in the birthrate of ideas and a slowing-up in the birthrate of human 
beings, there is a vast and inspiring task confronting us: that of so 
applying our existing knowledge as to produce enough goods to satisfy 
the wants of the existing population. That task will fully occupy the 
owners of capital and the leaders of industry for many years, once they 
are allowed to go to work. The fact that they are now holding back 
does not indicate that the need and the opportunity are not there; 
it merely indicates that a government jealous of power and distrustful 
of the profit motive has made it impossible for them to go ahead. I 
cannot agree with Dr. Lederer’s conclusion that the remedy is to give 
that government more power and to limit still further the oppor- 
tunities to make profits. And above all, I do not believe that a govern- 
ment unrestrained by a constitution or an executive unrestrained by a 
legislature is compatible with either of the objects that this symposium 
has met to discuss—economic security and democracy. 

RurFus S. ‘TUCKER 


(General Motors Corporation) 
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As the speakers we have heard have alternated from the painting of 
broad pictures to minute close-ups of selected detail, it may be helpful 
if I confine my remarks to an analytic grouping of the scattered theses, 
and then supplement that with brief hints of critical and antithetical 
observations. 

The proponents of the stagnation theory for the American economy 
in particular and capitalism in general have stated and developed with 
contrapuntal variations five main themes, which I would formulate 
as follows: 

First, the declining population trend as a characteristic of the capi- 
talist democracies eliminates the growth factor in the economy and 
predetermines contracting scope for new investment. 

Second, the elimination of geographic frontiers for the migration of 
peoples, and the extension of capitalistic technology to undeveloped 
areas, have deprived American and world capitalism of the major 
stimuli to horizontal and vertical expansion. 

Third, the comparative absence in our own and the other economies 
of technological innovations of economic-transformative character— 
such as dominated nineteenth century economics under the leadership 
of the railroads and telegraphy-telephony electricity, and dominated 
the postwar period i.nder the leadership of the automobile, the air- 
plane and the radiio—suggests that like its population the economy 
itself is becoming senescent and inherently unenterprising. 

Fourth, complementarily, technological mechanization is contracting 
the scope of employment within existing industries, and so technical 
progress comes to aggravate the overcapacity of the staple industries 
and to dampen the expansionability of new industries. 

Fifth, with the resultant progressive deceleration of rates and tempi 
of advance and shrinkage in the ecological foundations of economic 
life, there is not only less room but less unit requirement of capital for 
given production and heightened productivity. 

In addition to this quintet, obviously more dialectical than factual, 
there is a quartet of political-economic views which, though on analysis 
an elaborate non sequitur, is the general concomitant and application 
to contemporary problems of the foregoing theses: 

First, a resultant major problem of the polity and the economy is a 
chronic tendency to oversaving. 

Second, this should be counterbalanced by (a) governmental manipu- 
lation of money markets and money rates to compensate for the aggra- 
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vated cyclical fluctuations, and (b) by such deliberate depression, to the 
vanishing point, of money rates as to approximate a condition of 
euthanasia for the rentier. 

Third, the state must intervene not only to stimulate and promote 
economic revival and equilibrium but to initiate and conduct public 
works and public enterprises. 

Fourth, the increase in government debt is viewed by some mem- 
bers of this schoo] not merely as a counter-cyclical device but as a 
deliberate remedy for the alleged inherent defects of the private capital 
formation process; and thus continued governmental spending-defici- 
teering, instead of being considered as a proof of the diseconomic 
character of the policies in the cyclical recovery phase, is looked upon 
as a continuous salutary adjustment to secular economic stagnation. 

The one thing which can be accepted without dispute is that de- 
clining fertility and the declining trend of population do constitute 
an economic problem which will increasingly require economic and 
social adjustment. It is international in character, and by its nature 
long-term and secular, as distinguished from the differential character 
of the different national economies and especially from the peculiar 
setting and urgency of our own economic recovery problem. Mr. 
Keynes, like Professor Staudinger today, has referred to some of the 
more promising results from these population trends contributing to 
an improved standard of life, at any rate during the period of stationary 
population. But on the whole he agrees that the sequel of a declining 
population would, through the altered age composition, present re- 
fractory problems, since the population in the prime of life would have 
to sustain enhanced burdens of dependence as compared with what is 
borne by the present generation. 

But this secular problem should not be confused with the present 
cyclical problems and recovery urgencies of our economy, which call 
for remedies very different from those pursued currently and advocated 
by the apologists of deficiteering. It so happens that after every major 
depression in American history there is a tendency in contemporary 
economic pamphleteering to adopt an apocalyptic outlook about the 
American economy—to hold that it has entered upon a decline and 
eclipse, as a result of the closing of the former economic frontiers and 
opportunities and as a result of the grave dislocations of improved 
technology superimposed upon an exhaustion of stimuli from the al- 
ready domesticated revolutionary changes in production, transporta- 
tion and construction. Henry George’s Progress and Poverty and David 
Wells’ Recent Economic Changes, written after the depressions of the 
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seventies and the eighties, present, in the first case credulously and in 
the second case critically, the same contemporary melange of argu- 
ments about the stagnation of the economy. Economic history is replete 
with recurrent assertions and subsequent refutations by science, capital 
and enterprise of this cyclically recurrent apocalyptic view about the 
scope and the capacities of the economic system for assimilating tech- 
nology and adding to economic progress. 

A noteworthy proof of the present independence of the cyclical from 
the population-secular problems is afforded by contrasting the Ameri- 
can cycle phases since 1933 and the cycle phases in Great Britain, the 
Scandinavian countries and the other members of the sterling bloc. 
Great Britain, notwithstanding the fact that her population trend is 
farther advanced toward maturity than ours, has experienced in this 
postdepression period a recovery and a prosperity which registered by 
1937 a new peak in national income, total production and productivity, 
corporate profits, security values and social wellbeing. We, on the other 
hand, have moved in alternate spurts and relapses and have not even 
returned to normal—not to mention our failure to make up for the 
accumulated shortages. Indeed, our economy has fluctuated about a 
subsidized bare subsistence level and with a continued volume of labor 
unemployment and general underemployment of our human and mate- 
rial resources which would justify designating the whole period as 
frustrated recovery and continued depression. From the standpoint of 
potential scope for investment the very opposite of the stagnation thesis 
is thus true. As a result of diseconomic taxation, maladministration of 
instituted controls, gratuitous government competition and imposed 
maladjustments in the cost structures, and failure to rehabilitate such 
victims of half-hearted misplanning as the railroads, there has been a 
constriction of the flow of enterprise capital; and such rechanneling of 
savings as has been substituted through the deficit has been in sterile 
and discontinuous consumption instead of in cumulative national 
income-creative durable activities. 

The economic history of France over prewar and postwar cycles 
affords an interesting demonstration of the invalidity of the cyclical 
interpretation of the population problem, and the converse unsound- 
ness of the channeling of investment in government debt, proposed as 
a remedy by the proponents of the stagnation hypothesis. 

Jumping to the political implications and applications of the theses, 
the dichotomous issue of laissez-faire-ism vs. governmental interven-' 
tionism is simplistic and unrealistic. The real task is that of determin-- 
ing the kind of governmental relationship and aid to business, and 
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criteria of operation which would prove efficacious for solving the 
problems and for securing competent administration within the frame- 
work of our federalist democratic polity and our tremendously diversi- 
fied and delicately interrelated economy. Unfortunately many of our 
recent ventures in state interventionism have been self-defeating from 
the standpoint of political liberalism as well as economic efficiency, 
judging not by ideal standards but by the available successful experi- 
ence and experiments of the liberal democracies abroad. 

Instead of providing, as those democracies have, releases and incen- 
tives to the employment of private capital, alongside non-competitive 
public activities administered by non-political experts, controlled by 
the highest standards of business accounting and accountability and 
responsive to the criticism of experts and professional bodies, we have 
proliferated boards, authorities and public corporations with indefinite 
grants of power, conflicting among themselves as well as competitive 
with and deflationary of private enterprise; and we have permitted 
these confused improvisations, with no adequate articulation of ob- 
jectives and means, to disregard the very standards and yardsticks of 
conduct and management that we have rightly sought to impose upon 
private industry in the public interest. 

As one who from the very start has been urging clarified and de- 
limited aids and instrumentalities by the government for economic 
revival and balance, instead of confused monistic planning and inter- 
ventionism, it seems to me that the very shortcomings and failures of 
our experiments of recent years, and the correlative failure of the 
French Popular Front’s experiments, should lead political and eco- 
nomic liberals to shift the focus of their interest from “exposing” the 
abuses and inadequacies of laissez-faire-ism to revising and rationalizing 
the reforms and controls we have attempted and found wanting. 

There is a passage in the Republic wherein Plato makes Socrates 
explain in terms of a homely simile how to plan rightly. “Dyers,” ex- 
plains Socrates, “when they want to dye wool for making the true sea- 
purple, begin by selecting their white color first; this they prepare and 
dress with much care and pains, in order that the white ground may 


take the purple hue in full perfection. . . . But when the ground has 
not been duly prepared, you will have noticed how poor is the look 
either of the purple or of any other color. . . . And this sort of uni- 


versal saving power of true opinion in conformity with law about true 
and false dangers I call and maintain to be courage.” 
ALEXANDER SACHS 


(New York City) 
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I wanted to put a few questions to Dr. Lederer as well as to Dr. Stau- 
dinger, but now I am much more attracted by Dr. Tucker’s remarks. 

Dr. Tucker went into the discussion of previous revivals, and in 
blaming government intervention for the slow recovery he caused a 
number of facts to come to my mind which do not fit particularly well 
with this argument. We certainly had in the nineteenth century a 
number of serious depressions, and a very severe one indeed in the 70’s. 
If in this period between 1873 and 1880 we had applied some of the 
remedies which have been successfully applied by other countries 
during the recent depression, would this not have had a beneficial 
effect? 

But let us step from the past to the present, and turn to the question 
of how far intervention, particularly currency debasements, have had 
an adverse effect. I do not want to take up the question of the effect of 
such debasements upon other countries and the world economy as a 
whole. I want simply to raise the question how currency debasements 
have affected the economies of the countries which were debasing their 
currencies. Going over the record of various countries, there exists a 
very striking relationship between the level of employment and pro- 
duction and the time and degree of currency depreciation. Those 
countries which debased their currencies early and strongly, like Japan, 
England and the Scandinavian countries, showed the best record, while 
those countries which stuck to the gold standard and tried to keep their 
promises made the poorest showing. Therefore I feel a bit uneasy in 
hearing debasement of the currency made responsible for the lack of 
revival and prosperity. 

With regard to the rigidity of wages, I wish to direct attention to 
the fact that at least up to 1932 countries that were keeping up their 
production relatively well also maintained their wages at a relatively 
high level, while those countries in which wage rates were reduced 
most conspicuously suffered from the depression the most. 

It may be mentioned that according to investigations published in 
the Harvard Business Review one form of reward for labor that was 
particularly rigid during the depression was the payments to executives 
of corporations. I do not want to decide whether or not this is justified, 
since an executive may never be under greater responsibility and more 
deserving of his salary than in depression times. Nevertheless, the 
rigidity of this cost factor has to be mentioned. 

Dr. Robinson said that there were so many things left which could 
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be done, and mentioned the demand for milk and better houses for 
great masses of the population. I think it is perfectly true that such 
demands exist, but so far it hasn’t been proved that the capitalist sys- 
tem, without intervention, is able to bring more milk and better 
houses to all the people who need them. It is certainly true that suff- 
cient profits are an important condition for progress, but unfortunately 
there seems to be a strange tendency for the greatest depressions to 
follow the periods of highest profits. Is it not therefore worth while to 
see whether or not anything can be done by taxation, for instance, 
which may restrict the volume of the profits in boom times, and in this 
way insure a smoother working of our economic system? 
Fritz LEHMANN 


(The Graduate Faculty) 


Vv 


I agree entirely with Professor Robinson that there is a potential danger 
in the fact that the present population composition of the United States 
shows a disproportionately great number of young people, between 
sixteen and twenty-one, many of whom are unable to find jobs. This 
danger existed in Germany too; there the disproportionate numbers 
of young people were an important factor in the widespread youth 
movement, and certainly their desperation, when they were unable to 
find jobs, contributed to the vitality of the Hitler movement. There is 
no doubt that this excessive unemployment among the young raises 
formidable problems with regard to our political development. 

I agree with Professor Robinson in another respect—that is, that we 
cannot distinguish so sharply as Lederer did between horizontal and 
vertical expansion. We shall have to replace quantitative demand by 
qualitative demand, and this means stimulating new inventions which 
will in turn contribute to horizontal as well as vertical expansion. But 
a demand which is more individual cannot be estimated so accurately 
and is not likely to require large capital investment. And the difficul- 
ties of calculation and of large-scale production will be still further 
enhanced by the decrease in quantitative demand. 

In such circumstances it seems clear that public investment is the 
only means of guaranteeing that continuously increasing productivity 
of the total national economy which is in the long run essential to the 
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functioning of a capitalistic system. It may well be that the government 
should spend in an economically more effective way, and that we should 
overhaul our budget system; but these are questions of procedure rather 
than of principle. 

It is true that we must cope also with a “psychological frontier,” with 
the fact that what the economist sees as phantoms are often regarded 
by the businessman as reality. The budget-deficit panic is certainly a 
depressing factor today, and in that sense a reality in our present situa- 
tion. But if we should therefore cease to spend we would create a 
much greater depressing effect. The way to deal with a phantom is to 
recognize it as such, not to let it rule our actions. Certainly our debt 
burden is high, but not nearly so high as our negative national income 
burden of unemployment and unused capacities. And in the conditions 
of our time it is not merely a “psychological frontier” that makes 
private business unable to solve by itself these problems that press 
upon us today, and that because of our population trend will press 
upon us even more dangerously in the future. These problems are not 
phantoms at all but portentous reality—and they have to be solved. 
Since private business cannot take the initiative in solving them the 
stimulus must come from government. Otherwise a decreased national 
income, and the attendant social obligations, will make our debt burden 
still higher—if indeed the consequences are not even more momentous. 
It is therefore a shortsighted conception of thrift to attack the budget 
deficit as an evil in itself. 

Hans STAUDINGER 
(The Graduate Faculty) 


VI 


My impression is that this discussion illustrates very well the transi- 
tional situation in which we are living. In such a period of transition 
men’s thinking is still dominated by frozen patterns of the past, into 
which people try to mold the facts of the present. This subjection to 
set patterns is as true of communists as of businessmen; indeed, it 
would be difficult to decide which is the more conservative, the prac- 
tical businessman, whose eyes see only what they are accustomed to 
see, or the utopian, who seeks only a confirmation of his theory, what- 
ever happens in the real world. Both of them are conditioned by their 
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habits of thinking, and I don’t know whether these can be altered by 
experience or reasoning. But in such a period as ours reality pays very 
little attention to dogmas; economic reality is to a great extent—I dare 
say, primarily—determined by the future. It is potential production, 
the great bold ventures that are under way but not yet fully matured, 
which shape the expectations of the average businessman. Thus it is 
difficult to find a basis for agreement between those who still rely on 
categories derived from the past, including the dogma of the typical, 
ever-recurring cycle, and those who would continuously test these 
dogmas with the data of the present. For the latter, quantitative differ- 
ences in employment, output and income are not only differences in 
human suffering but are also indicative of a new situation. 

Dr. Tucker has said that there is no difference between the long and 
severe depressions of the nineteenth century and the recent great de- 
pression that we have had here and in Europe. But there is a very 
important difference. We have very complete unemployment records 
for Great Britain back to 1850, and for Germany and other countries 
too, covering skilled and unskilled labor; and we have records for 
the production of producers’ goods, for coal, pig iron and other 
materials. It is clear from them that in terms of commodities and 
employment the last depression was indeed a unique phenomenon. 
Over the whole period up to 1914 unemployment in Great Britain 
was only once above 10 per cent, and then by only a fraction of a 
per cent. In Germany we considered 7 per cent a severe unemploy- 
ment, and even this never lasted longer than one year. During this 
prewar period the curve of output in coal, iron and such materials 
showed a line shaped like an ascending staircase; even the long de- 
pressions were merely periods of adjustment after inflationary booms. 

The startling new phenomena of our last depression I need not 
repeat before this audience; they are well illustrated in the charts of 
the Cleveland Trust Company and the Pittsburgh Institute for Busi- 
ness Research. The important point is that it is the new facts which 
have made it necessary for us to develop a new, dynamic theory and 
new methods of procedure. I think our first duty is to see the facts, 
not to close our eyes and pretend that our convenient armchair- 
concepts of equilibrium theory can explain everything. There are 
questions before us which we did not invent, but which we have to 
answer, if we believe at all that economists can make a contribution 
to the problems of our time. 

EMIL LEDERER 


(The Graduate Faculty) 
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Part Two 


Achieving Economic Stability in 
Dictatorial and Democratic Countries 


REEMPLOYMENT POLICIES IN 
VARIOUS COUNTRIES 


BY FRITZ LEHMANN 


I 


Atrnoucn the economist prefers the volume of production and 
consumption as an index for the success or failure of economic 
policy, public opinion looks rather at the record of employment. 
Thus it is more the fact that unemployment has disappeared in 
totalitarian Germany than any index number of production that 
impresses the democratic nations and challenges those who are re- 
sponsible for their economic fate. 

Reemployment during recovery can be measured by the increase 
in the number of employed or by the decrease in the number of 
unemployed. The first figure is more significant from an economic 
point of view. But a high level of employment may be achieved by 
shorter working time. Employment figures in terms of working 
hours may diverge greatly from employment figures in terms of 
working people. 

International comparison discloses that according to published 
statistics Germany was the only country that had fewer unem- 
ployed in 1937 than in 1929. Great Britain, Sweden and Finland 
showed only a small increase of unemployment, while the United 
States and the countries which had adhered to the gold bloc had 
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several times as many unemployed in 1937 as they had in 1929. 
If 1937 is compared with 1932, which was for most countries the 
worst year of depression, Germany again shows the greatest im- 
provement. The countries of the sterling bloc rank next, while the 
United States was unable to reduce unemployment to half of the 
depression high. 

A comparison of employment figures yields different results. 
Apart from Japan, only in Sweden and Great Britain did employ- 
ment rise by more than 10 per cent between 1929 and 1937; even 
Germany could not display such an increase. In all other countries 
employment declined. The decline in the United States was mod- 
erate, because of the shorter working time; also in France the de- 
cline in employment was mitigated by the introduction of the 
forty-hour week. 

The story of the employment figures is confirmed by the devel- 
opment of industrial production. Again Japan is in the lead, with 
Finland and the Scandinavian countries following. In Great 
Britain and Germany there was about the same degree of improve- 
ment. Again the United States is among the countries with the 
poorest record. 

Since it is the volume of industrial production that is decisive 
in determining the trend of employment the reasons for this vary- 
ing development of industrial production should be studied. 

A crude summary survey would seem to show that the volume of 
industrial production is correlated with the value of exports. The 
value of exports in turn appears to depend on the degree of the 
devaluation of the currency and on the relative wage level. Inves- 
tigation of the figures for particular countries reveals, however, 
that such generalizations are of little use and have to be supple- 
mented or replaced by a study of outstanding individual cases. 
For such a study Japan, Great Britain, Sweden and Germany 
present the most important and significant developments. Japan, 
however, will be left out of consideration, because for her the data 
are not so adequate as for the other countries. 

In the investigation of recovery in Great Britain, Sweden and 
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Germany I shall concentrate on seven factors as the main driving 
forces of economic improvement: first, the volume of investment 
in producers’ durable goods; second, the volume of investment in 
consumers’ durable goods, particularly in residential building; 
third, increase in inventories; fourth, increase in the value of ex- 
ports; fifth, decrease in the volume of imports; sixth, reductions in 
the price of import goods; and seventh, changes in public expendi- 
tures. The analysis of these driving forces has to be supplemented 
by an analysis of underlying causes and of assisting conditions. 


II 


The recovery in Sweden carried real national income to a figure 
about go per cent above the depression low and more than 20 per 
cent above the predepression high. The upturn in Sweden oc- 
curred in the third quarter of 1933, but was preceded by a rise in 
stock prices in March 1933. It appears that increasing export quan- 
tities—and to some, although a smaller, extent, better export 
prices—were the decisive factors which set Sweden’s recovery into 
motion. Exports ceased to be a driving force in 1935 but resumed 
their stimulating effects both in 1936 and in 1937, when export 
prices increased sharply. 

Increasing investment in producers’ durable goods, particularly 
in machinery, was a factor that helped recovery in every year from 
1934 to 1937. Not so momentous was the contribution from resi- 
dential construction, which had maintained a high level until 1932 
but sagged in 1933 in consequence of the protracted strike. The 
main incentive from this force was apparently concentrated in 
1934 and 1935, and reappeared in 1938. 

It is likely that enlargement of inventories added a driving force 
of great strength in 1934 and early in 1935. Thereafter further 
increases in inventories acted only to support the income level al- 
ready reached and were no longer a stimulus to further improve- 
ment, except in 1937 when in Sweden too a speculative increase 
of inventories occurred. 

The Swedish government was one of the few that actually in- 
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creased expenditures during the downswing, even though revenues 
were decreasing. If in measuring the effects of fiscal policy we base 
our calculations not on changes in the surplus or deficit, but on 
changes in the expenditures themselves, we find that in Sweden 
government expenditures acted as a brake on the downswing from 
1930-31 to 1932-33, assisted the upswing except in 1935-36 and 
helped to maintain prosperity after 1937. The reduction of public 
expenditures in 1935-36 must have been an important factor in 
slowing down the speed of recovery which would otherwise have 
been attained in this year. 

If we combine these various single influences we get the follow- 
ing picture: Swedish recovery started in consequence of increasing 
exports; it was promoted by an increase of inventories, by revived 
building activity and, gradually, by industrial investments. In 
1935, when exports ceased to expand, public expenditures and in- 
dustrial investments were most important in keeping recovery in 
motion. When exports resumed their expansion declining public 
expenditures neutralized some of the effect. In 1937 a further 
sharp increase in exports and continued increase in industrial 
investment were to a great extent offset by higher import prices. 
Since 1937 increasing public expenditures and residential con- 
struction appear to have almost balanced the depressing influence 
of declining exports and stationary inventories. 

In the increase of exports—which first set the upswing in mo- 
tion and which continued to be one of the main forces making for 
further recovery—devaluation of the Swedish crown and stable 
wages certainly helped, but the decisive stimulus came from other 
countries. The British recovery, with its growing demand for tim- 
ber, and also for pulp and paper, was the main factor in the earlier 
revival of Swedish exports. Later on exports were increased by the 
recovery of the American economy; eventually rearmament in 


Germany and in other continental countries resulted in a rapidly 
growing demand for Swedish iron ore, metals, machinery and cer- 
tain metal products. The export of iron ore acted as a stimulus 
more by increasing Swedish fiscal revenues, and thereby permit- 
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ting an expansion of government expenditures, than by distribut- 
ing income to wage earners and stockholders. 

In the sharp increase of Swedish productive investments it is 
impossible to determine the respective significance of increasing 
consumption, low interest rates and the tendency toward ration- 
alization. The view that rationalization must have been a very 
important factor is supported by the sharply increasing produc- 
tivity of labor, the relative smallness of domestic capital issues and 
the failure of corporate balance sheets to show any significant in- 
crease in fixed assets. Mechanization of agriculture and rapidly 
progressing electrification were further factors of considerable 
importance. 

It is likewise difficult to single out the most important among 
the factors responsible for increased residential construction. 
Should we attribute most significance to cheap mortgages, public 
subsidies, increased income, changes in the age structure of the 
population or to the trend toward industrialization and urbaniza- 
tion? It appears that the increase in the number of marriages 
would suffice to explain most of the increase in building activity. 
This increase is partly a consequence of the changing age structure 
of the population, and it furnishes a striking illustration of the fact 
mentioned by Staudinger that a population which approaches 
stabilization will nevertheless show a sharp increase in the age 
groups comprising the couples establishing new households. The 
urbanization movement, which has been a significant trend in 
Swedish economy, apparently did not progress particularly fast in 
the period under consideration. Cheap money was undoubtedly a 
factor, but there is no evidence to indicate that its influence was 
decisive. 

The smooth process of Swedish recovery was facilitated by the 
mildness of the preceding decline. Business activity in 1930 was 
higher than in 1929, and residential construction was well main- 
tained into 1932. The sharp decrease in exports was partly matched 
by savings on imported goods, and later on to some extent by sub- 
stituting home produce for imported commodities. Finally, the 
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Swedish government dared to increase public expenditures during 
the downswing, in spite of falling revenues, and thus did its part in 
mitigating the depressing effects of falling exports. 


III 


The start of the recovery in Great Britain may be placed in the 
second quarter of 1933. The recovery carried real income (in 
1937) to a level somewhat less than 20 per cent above 1929, in- 
creased the number of employed by 12 per cent above 1929 and 
industrial output by about 25 per cent. 

British recovery received almost no stimulus from an increase in 
exports; they recovered very slowly from their sharp drop during 
the depression, and only in 1937 may rising exports have played 
some minor role. It was durable consumers’ goods that led the way 
in British recovery. Residential construction showed the earliest 
and sharpest increase and remained the decisive factor until 1935, 
when it was 77 per cent higher than in 1929. Automobile produc- 
tion also increased early and kept on increasing until 1937, but its 
influence was of smaller weight. Producers’ durable goods followed 
the upturn which started in building and automobile production 
in 1934. The stimulus of rapidly rising armament expenditures 
was first felt as a major force in 1936; it became the decisive factor 
in maintaining prosperity in 1937 and probably prevented a more 
severe slump in 1938. British recovery received no support from 
government spending before armament expenditures came into 
play. 

A not insignificant contribution to recovery appears to have re- 
sulted from the protectionist turn in 1932. Thereafter the volume 
of imported industrial goods showed a sharp drop, particularly in 
textiles, clothing and iron and steel products; increasing produc- 


tion at home was the consequence. 

Expanding use of electricity and investment in generating plants 
and distributive facilities can have played but a minor part in the 
recovery, since such investments had already been raised to a high 
level during the depression. It is more by mitigating the down- 
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swing than by actively stimulating the upswing that they deserve 
credit for the prosperity achieved in Great Britain. 

More than half of British investments in the recovery period 
were for residential construction and related investments, such as 
installation of gas, water and electricity, and for some public build- 
ing. The explanation of the housing boom in Great Britain is still 
highly controversial. There are some who maintain that the reduc- 
tion in carrying charges, resulting from reduced building costs, 
easy money and expanded duration of loans, was the decisive fac- 
tor. Others place the emphasis upon the strong migratory move- 
ment that carried people from less fortunate areas into the flour- 
ishing districts of and around Greater London. Still others find 
reasons to doubt both explanations; they see the ultimate explana- 
tion in a movement of the middle class into the outskirts of the 
big cities, a movement which in turn resulted from the extension 
of urban rapid transit facilities and increasing use of the motor car. 

Statistical evidence shows that before and during the recovery 
building was concentrated in Greater London and the southern 
part of England, although activities in the middle counties was 
not negligible. But the increase in residential construction during 
the recovery was far more general, only Scotland and the north 
conspicuously lagging. This points toward the importance of 
cheaper construction and financing. Also the timing of the very 
sharp increase in building activities—shortly after the successful 
conversion of the war loans and the accompanying downward re- 
vision of the interest level—supports the conclusion that the ef- 
fects of easier money were not unimportant. Unlike in Sweden, 
the changing age structure of the population played only a minor 
role as a stimulus to residential construction. The increase in 
marriages during the recovery period was more likely the conse- 
quence of prosperity, as is indicated by the decline in the average 
age at marriage. 


The effect of easy money and lower construction costs would 
have been inconsequential in an economy in which a severe de- 
pression had sharply reduced national income and consumption, 
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making for many vacancies and low rents. The depression in Great 
Britain, however, was not very severe. While the production of 
export goods and of some capital goods was greatly curtailed, total 
consumption apparently continued to rise all through the depres- 
sion, and residential building activity even exceeded the pre- 
depression level. 

It is widely emphasized that the maintenance of British con- 
sumption during the depression was a consequence of the change 
in the terms of trade. Import prices declined far more than export 
prices. This change in the terms of trade was the more important 
as British imports outweigh British exports. It is true that Great 
Britain had to pay for her so-called ‘consumers’ rent” by a sharp 
reduction in her returns from foreign investments, but it is likely 
that this reduction did not affect to any great extent the volume 
of consumption. 

Such profiteering from the distress of countries that produce 
the foodstuffs and raw materials consumed in Great Britain would 
probably not have had so great a stimulating effect if the various 
regions had been equally affected by the decreased activity in the 
export industries and investment goods industries and the result- 
ant curtailment of income. The incidence of the depression, how- 
ever, was much stronger in Wales, Scotland and Lancashire than 
in other regions, particularly the southeast. Thus in those other 
regions decreased import prices set free purchasing power which 
could be successfully canalized into the construction of residential 
homes. 

Compared with the saving on imported goods all other circum- 
stances and measures that helped to mitigate the depression were 
of secondary importance. But the stabilizing influence of social 
insurance should not be minimized, and also the increase of in- 


vestments in the electrical industry during the depression was a 
notable factor. On the other hand—in contrast to Sweden—there 
was no deliberate expansion of government expenditures during 
the depression, and with one not very important exception the 
British budget remained balanced. 
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Important as external factors were in precipitating the decline of 
German business activity after 1929, they played almost no part 
in the German recovery. The upward movement gained momen- 
tum in the summer of 1933, which was soon after Hitler took over 
the government but was also the time when the United States ex- 
perienced her short-lived boom and when all countries of the ster- 
ling bloc were on the way to recovery. Only in 1937 may rising 
exports have added to the stimulus which was given by govern- 
ment expenditures. 

If nominal income is deflated by an index number for purchas- 
ing power which takes account of the almost stable prices of invest- 
ment goods, real national income in Germany in 1937 exceeded 
the level of 1928 by about 10 per cent; even per capita income 
was higher by 6 per cent. This does not mean, however, that con- 
sumption was higher in 1937 than in 1928. If retail sales are de- 
flated by the cost-of-living index the increase in real retail sales 
amounted to about 5 per cent, but in this figure no allowance is 
made for the considerable deterioration of the quality of the com- 
modities on sale. Per capita consumption computed on the same 
basis shows a decline of 1 per cent from the level of 1928. The per 
capita consumption of foodstuffs declined between 1928 and 1937 
by more than 3g per cent, this being the figure derived from pub- 
lished statistics, which are known to be “dressed up.” 

For 1937 the figures for the volume of production show an in- 
crease of 11 per cent for agriculture and 19 per cent for industry 
as against 1928. But while the production of investment goods in- 
creased by 28 per cent, production of consumers’ goods with elas- 
tic demand went up by only 2 per cent; while public building was 
130 per cent higher in 1937 than in 1928, private building was 
almost 60 per cent higher in 1928 than in 1937. 

It is noteworthy that up to 1937 employment did not materially 
exceed the level of April 1929 (although it rose conspicuously in 
the following year), while in the same period the number of un- 
employed was reduced by about 700,000. This indicates the extent 
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to which workers were withdrawn from the labor market for mili- 
tary service and other non-economic purposes. 

The real driving force of German recovery was the spending by 
the German government. Its expenditures in 1937 exceeded those 
in 1932 by 14 billion marks, and for the whole period 1933-37 
were 44 billion marks in excess of what they would have been if 
the 1932 level had been maintained. About half of the increase 
was furnished by additional revenues, half by the increase in the 
public debt. The speed of the increase in public debts seems to 
have risen until 1935, decreased somewhat in 1936 and remained 
stable thereafter, to be accelerated again in the second part of 
1938. At the beginning the increase in public debts consisted ex- 
clusively of short-term loans, but gradually long-term loans gained 
major importance and in 1938 were temporarily the only way of 
financing the government deficit. 

The stimulus given by government spending was supplemented 
to some extent by increasing private building—which in 1937, 
however, was still 40 per cent below the previous high of 1928— 
by sharply increasing motorization and by some investments in 
private industry which were not directly related to the govern- 
ment’s armament expenditures. These investments were partly 
necessitated by the curtailment of German imports. The curtail- 
ment of imports was in turn enforced by low exports, for which 
the government’s trade policy, the antisemitic measures and brisk 
domestic demand were greatly responsible; disparities in the cost 
level were largely compensated by government subsidies. The en- 
forcement of industrial investments out of private funds gained 
some momentum also from the four-year plan. 

In other countries governments strove to increase the secondary 
effects of government spending but in Germany the main task was 
to reduce such secondary effects because no raw materials and 
foodstuffs, and in the later stages no labor and in some lines no 
plant capacity, were available to satisfy an increasing demand. 
Thus the wage level was kept as stable as possible, and through 
taxes and so-called “voluntary” contributions purchasing power 
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already distributed as income was withdrawn from circulation. It 
is therefore not surprising to find that from 1933 through 1936 
real consumption increased only one third as much as real produc- 
tion; in 1937 consumption started to increase somewhat faster. 
Not only was the increase in private consumption restricted but 
also the tertiary effects of government spending—purchases of in- 
vestment goods—were limited by direct investment control and 
by excluding private issues from the capital market. 

Three phases in German recovery may be distinguished. Dur- 
ing the first, which began in the fall of 1932 when Papen led the 
German government and ended in the fall of 1934, the major fac- 
tor was the creation of work for peaceful purposes by financing 
public works and by assisting private investments with loans, sub- 
sidies and tax exemptions. It was in this period that the govern- 
ment attacked the unemployment problem by a compulsory with- 
drawal of labor, particularly female workers, from the labor 
market. 

Among the means applied in this period the Papen subsidies for 
reemployment were the outstanding failure, and the grants to 
house repairs in 1933-34 had the most notable success. The effect 
of tax exemption and special loans is hard to estimate but it is 
widely held that tax reductions and exemptions had a substantial 
effect in reviving the motor car industry. 

The first period terminated in the fall of 1934, when an inven- 
tory boom developed because import restrictions and as their 
result scarcities in many lines of consumers’ goods were antici- 
pated. The boom came to an end when it turned out that con- 
sumers’ purchasing power was insufficient to absorb quickly the 
accumulated stocks of merchandise. 

The second period of German recovery, which began late in the 
fall of 1934 and came to an end during the second part of 1937 
with the attainment of practically full employment, was charac- 
terized by rapidly and continuously rising armament expenditures. 

Long before the third stage of full employment was reached a 
scarcity of skilled labor had developed in several fields. In the 
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same way as it had become necessary to prevent the scarcity of 
raw materials from raising the price level it later became necessary 
to put a ceiling on wages for skilled labor, which were being 
driven up by the competitive bidding of entrepreneurs. The mo- 
bility of labor was gradually restricted, increasing efforts were ex- 
acted from the workers in the armament industries, and by the 
fall of 1938 the labor market was subjected to almost complete 
government regulation, the worker entirely deprived of his free- 
dom in choosing his job. The deficiencies in the supply of skilled 
and unskilled labor finally resulted in a repatriation of emigrants 
and of those who had temporarily found work in neighboring 
countries. 

The overemployment which at present obtains in Germany is 
due not only to the rapid pace of rearmament, but also to the am- 
bitious projects for rebuilding the leading cities and to other gov- 
ernment activities. The scarcity problems which the German 
economy has to face are not the consequence of a self-accelerating 
process of recovery and prosperity but are the inevitable result of 
the uncoordinated and unrestrained ambitions of the Nazi gov- 
ernment. 


Vv 


The success of recovery and reemployment policies in Sweden and 
Great Britain was not paid for by any considerable sacrifice from 
any part of the population. Neither the moderation in labor’s de- 
mand for a higher share in the increasing income, nor the mainte- 
nance of greater tax burdens imposed upon the propertied classes 
in less favorable times—both of them factors which apparently 
helped to smooth the process of recovery in these countries—can 
be called a sacrifice. The German people, however, had to pay for 
the abolition of unemployment by accepting serious restrictions 
on the freedom of both capital and labor and by renouncing the 
improvements in the standard of consumption which ordinarily 
go with increasing employment and production. These sacrifices 
were less necessitated by the actual needs of recovery than by the 














ete 
ree- 
led 
ints 
ing 


y is 
am- 
ZOV- 
nan 
ting 
it of 
gov- 


and 
from 
s de- 
inte- 
lasses 
ently 
—can 


ry for 
‘tions 
g the 
zarily 
rifices 
vy the 








VARIOUS REEMPLOYMENT POLICIES 193 


particular force which was used to drive that recovery and which 
absorbed most of its effects—rearmament. 

None of the countries investigated recovered by the automa- 
tism of the liberal market economy. Even in Great Britain the 
recovery could materialize only because a tremendous improve- 
ment in the terms of trade was transformed into a positive stimu- 
lus by the uneven incidence of the depression. And even in Great 
Britain increasing rearmament expenditures proved a very neces- 
sary substitute in 1937-38 for the forces which first began the drive 
toward prosperity. 

Of the factors which initiated or assisted recovery in other coun- 
tries three were effective in the United States: devaluation, easy 
money and public spending. 

The devaluation of the dollar increased the value of exports, 
but this improvement was small in relation to the size of Ameri- 
can production and income. The American people benefited to 
some extent from lower import prices, but since exports of raw 
materials and foodstuffs are of about as much significance as im- 
ports, the consumers’ advantage was offset by the farmers’ loss. 

The policy of easy money did not show any very material effect. 
In part this may have been due to the defective institutional set- 
up, which kept mortgage costs relatively high, and to the tax 
structure, which decreased the supply of venturesome capital. 
Judged in the light of later developments the restrictive policy 
which was applied in the spring of 1937 seems not to have been 
necessary, and may have contributed somewhat to check private 
investment in 1937. 

Public spending was applied, and to a greater extent than in 
any other country except Germany. The opinion that this policy 
lifted the country out of the depression seems to me supported by 
better evidence than the opposite view. There appears to be little 
doubt, however, that too rapid spending in 1936 and too inelastic 
an attempt to balance the budget in 1937 were respectively of de- 
cisive importance for the strong boom at the turn of the year 1936 
and for the sharp recession in the fall of 1937. 
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That too rapid a rise of wage rates was a factor which made the 
economic machinery particularly difficult to handle is quite uni- 
versally accepted. 

On the basis of the international comparisons I am inclined to 
extenuate somewhat the failure of the efforts of American eco- 
nomic policy to reestablish prosperity. The United States was hit 
sharper by the depression than any major industrial country ex- 
cept Germany. She could not benefit materially from an improve- 
ment in the terms of trade, as did Great Britain, nor could in- 
creased exports prove an aid in climbing out of the slump, as they 
did in Sweden. No major migratory movement of the population 
occurred, nor did the change in the age structure of the popula- 
tion afford a special stimulus. Thus while the record of achieve- 
ment might certainly have been better, there were circumstances 
which made recovery in the United States a uniquely difficult 
problem to solve. 


(The Graduate Faculty) 


GOVERNMENT SPENDING, ITS 
TASKS AND LIMITS 


BY ALFRED KAHLER 


I 


The general theory of public spending has been frequently dis- 
cussed. I shall therefore concentrate on certain crucial points of 
the problem. It should be remembered, however, that public 
spending serves not only one but two important purposes. I think 
we delude ourselves if we think of public spending as primarily 
a voluntary experiment to restore recovery and not as a measure 
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forced upon us to meet a pressing human need during a period of 
economic collapse. There seems to be no other adequate way of 
dealing with the problem of those who are in distress and have no 
other means of subsistence. Let us keep this in mind, even though 
we limit the present discussion to the question whether or not 
compensatory spending is capable of restoring employment and 
prosperity. 

The hope for increased business activity through spending is, 
we know, based on the old mercantilist contention that total em- 
ployment is determined by the available purchasing power rather 
than by the prevailing stock of capital, as Adam Smith, Ricardo, 
Say and others attempted to show. It is this purchasing power ap- 
proach that leads Irving Fisher to his proposal of 100% money as 
a means of keeping the volume of cash and bank money constant. 
The assumption is that the mere existence of the means of pur- 
chasing power would guarantee an equally constant volume of 
buying. But recent experience, I think, has disproved this assump- 
tion. Money can be kept idle, and can be kept so over a long period 
of time. 

Silvio Gesell’s plan of taxed money would regulate not only 
the volume of money but its velocity too. The holder or hoarder 
of money not only would lose the interest but also would have to 
pay a tax. This should induce him to buy and keep purchasing 
power moving. The proposal is theoretically defensible; but it 
looks to me very much like trying to keep a watch going by turn- 
ing its second hand. 

Public spending, and hereafter I shall use this term only for 
those public expenditures or capital outlays which are not covered 
by tax receipts, is supposed to add directly to the circulating part 


-of our purchasing power. The procedure is simple. The govern- 


ment borrows idle money and uses it to pay, let us say, for relief 
work. The relief workers will then buy commodities, causing the 
retailer to restock and finally causing the producer to increase 
production, that is to say, to increase employment and wage 


payments. 
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The critical problem is whether the increase in circulating pur- 
chasing power will be maintained or will have to be continuously 
renewed. Economic theorists, led by Kahn and Keynes, have been 
inclined to assume a constant rate of leakage, which means that 
the governmentally-injected money will slowly drop out of circula- 
tion, and within a certain period of time. Public spending would 
then be, as Professor Clark puts it, self-multiplying but not self- 
perpetuating. This assumption of a constant rate of leakage has, I 
think rightly, been disputed. 

To avoid misunderstanding let us define this “leakage out of 
circulation.”” Money is obviously circulating when it is handed 
over to another person. If the other person spends this money 
again within his income period, say within a week or a month, or 
in the case of a businessman, within the usual period of restock- 
ing, then we do not consider that it has leaked out of circulation. 
If the money is saved, however, or is held for delayed restocking, 
then we assume that it has leaked out of circulation, regardless of 
whether it is kept at home or handed over to a bank. The inclu- 
sion of all savings in leakage requires conversely that all borrow- 
ing and investment be considered as money leaking back into 
circulation. As long as private and normal public investments ab- 
sorb the leakage, we may say that the economy stays in balance 
and has no net leakage. 

Publicly spent money in general does not have a special rate of 
leakage; it merges with and shares the fate of all other purchasing 
power in circulation. In a deflationary period, that is, in a period 
with a net leakage, it will leak out of circulation at the same rate 
as all other purchasing power; or, if we consider the public money 
as the marginal purchasing power, it will leak out at the marginal 


rate of leakage then prevailing. In an inflationary period, that is, . 


in a period of expansion without net leakage, public money will 


stay in circulation and contribute continuously to income. Obvi- 
ously, therefore, different results are to be expected from public 
spending under different conditions. 

Let us suppose that public spending was started in the late fall 
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of 1929, and that savings were at a rate of 10 billion dollars a year 
and that net capital investments had stopped completely. There 
would then have been a net leakage of 10 billion dollars a year, 
to which public expenditures would have contributed their share. 
It certainly would be wrong to say that public spending caused 
this leakage and also it would be misleading to assume that only 
the publicly spent money leaked out of circulation. Still, the pre- 
vailing net leakage would have counterbalanced public spending 
up to the rate of 10 billion dollars a year, or, the other way around, 
public compensatory spending could have been raised to 10 bil- 
lion dollars a year without showing any perceptible expansive 
power. Public debts would have increased correspondingly and 
probably demand deposits too, but without self-perpetuating ef- 
fects. Today it is fortunately not our task to discuss whether under 
such conditions public spending is sufficient and should be recom- 
mended to maintain the economy, at least formally, at the pros- 
perity level. 


II 


An economic situation with a net leakage as large as 10 billion 
dollars a year, and with no compensatory spending, would of 
course mean a rapid decline in business—more rapid, I believe, 
than we usually assume. Two important questions arise: first, can 
we assume that such a downward movement will necessarily end 
short of general economic paralysis; and second, can we expect an 
automatic revival from this low point? 

A business decline accompanied by extensive hoarding cuts into 
profits and may thereby reduce the large incomes which are usu- 
ally assumed to be the principal sources of saving and deflation. 
But in 1929, besides the 5 billion dollar dividend income, there 
was a 5 billion dollar income from interest payments, an income 
that declined no more than 10 per cent during the whole depres- 
sion, considerably less than prices. This makes it seem very doubt- 
ful that there would be any quick disappearance of savings and 
leakages with growing depression. Of course unemployment, busi- 
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ness losses and the like lead to partial dissavings which can offset 
a certain amount of positive savings, and to this extent can pro- 
vide a bedrock for the depression. But uninvested net savings are 
only one source of hoarding. The selling of business inventory 
without restocking, the use of fixed capital without replacements, 
and even unused amortization payments on residential building, 
represent other and very potent sources of deflation. On the basis 
of Kuznets’ figures it would seem that, in the period from 1930 
to 1935, 18 billion dollars of purchasing power leaked out of cir- 
culation through such liquidation of economic assets. Of course 
this kind of leakage must end eventually, since it presupposes sell- 
ing without restocking, and in general we cannot assume a wide- 
spread liquidation of businesses. The sums involved are large, 
however, compared with probable dissavings of one kind or an- 
other. 

Therefore the hope that a deflationary movement will arrest 
itself, without general insolvency and breakdown, seems not so 
well founded as the orthodox theory of the business cycle teaches, 
if it is permissible to speak of our theory of dynamics as or- 
thodox. 

But even if we assume that a downswing necessarily reaches its 
end short of general disaster, then the question still remains 
whether an automatic upswing can be expected. Business cycle 
theory is optimistic on this point also, but I think more because 
of historical experience than because of the force of pure reason- 
ing. An upswing presupposes net capital investments beyond exist- 
ing leakages. But if there is idle productive capacity in every field 
it is hard to see where net capital investments could start. After 
a lapse of several years the need for replacement of fixed capital 
may increase, but simple replacement alone does not mean net 
capital-investments and cannot contribute much to increased 
economic activity. Even if such replacements lead to a partial re- 
investment of idle funds, I am afraid that stimulating results will 
hardly be felt since we must always assume some positive net 
savings. 
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The process of expansion could start if there were at least one 
big industry in which demand exceeded capacity. This, we know, 
is one of the essential virtues of new industries. Their productive 
capacity may not be excessive in spite of general depression and 
may become insufficient if the new products are very attractive to 
available purchasing power. 

There is now perhaps one hope: housing. The population in 
this country is still increasing and a shortage of housing ought 
to develop. Aggregate purchasing power does not grow only be- 
cause the population grows. Still, the growth of population could 
bring about an increasing concentration of available purchasing 
power in the field of housing and finally lead to decreasing 
vacancies and growing investments. At present we seem to be 
approaching a situation in which residential building prosperity 
is inherent. But the sharp drop in residential construction con- 
tracts during the last half of 1937 shows that substantial residen- 
tial construction still presupposes high economic activity, and 
that we may have to wait several years more before construction 
activity can increase in the face of a generally depressed economic 
situation and low national income. 


III 


Under these conditions public spending obviously has a definite 
function. It has to raise economic activity and national income 
until aggregate demand overtakes the available productive or serv- 
ice capacity and begins to force investments. This forcing of pri- 
vate investment is the most crucial but also the weakest point of 
public spending. 


Theoretically, compensatory devices cannot force private in- 
vestments before available productive capacities are well utilized. 
Since increasing economic activity and growing national income 
mean greater savings, a new and rapidly increasing net leakage 
must develop. If net investments do not really start until economic 
activity reaches prosperity levels, uninvested savings can easily 
grow to a total of 4 to 6 billion dollars a year and counterbalance 
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corresponding public spending, even continually, since profits and 
high incomes can last as long as spending itself. Only very rapid 
spending can break such a deadlock between the deflation of all 
new profits and the expansive power of government expenditures. 
From this point of view g billion dollars spent over a period of 
three years may accomplish nothing with respect to self-sustaining 
prosperity, while 3 billion dollars spent within six months may 
push demand high enough to force investments in many fields of 
production. But such a policy of quick spending involves grave 
disadvantages and some dangers too. 

If we had started spending immediately after 1929 it would 
necessarily have been extremely difficult to exceed capacities and 
to force private investments. Now the situation is very different. 
Not only has the population over twenty years of age increased by 
about 11 million since 1929, while residential construction has 
not much more than replaced demolition, but also the power in- 
dustry begins to need additional capacity. Even the railroads 
would come into the markets if the volume of freight and pas- 
senger traffic remained high for some time. There is little doubt 
that automobile production would again climb with national in- 
come, and that the other industries would at least reinvest their 
depreciation charges. Priming the pump has become somewhat 
discredited, but I think we have now reached the point where 
private investments—the tertiary effects, as Colm and Lehmann 
have called them—will follow from public spending and gradu- 
ally become sufficiently extensive to offset the leakage from 
savings. 

That this interpretation is not only an optimistic conjecture is 
well supported by the development up to 1937. National income 
rose with public spending from about 42 billion dollars in 1933 
to about 70 billion in 1937. It is true that private investments did 
not lead in this upward development. But neither did they lag 
behind to such an extent as opponents of public spending believe. 
Machine tool orders, for instance, which in 1932 had been down 
to one eighth of 1929, had by the end of 1936 recovered their old 
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high. The electric motor industry showed a similar development. 
The employment and payroll indices for agricultural impiements 
showed for most of 1937 a considerably higher activity than in 
1929. Even textile machinery regained most of its decline. The 
whole transportation group in 1937 had an aggregate payroll and 
employment about 10 per cent above the 1929 average. Aircraft, 
automobiles and shipbuilding were leading, but employment in 
the production of locomotives and railroad cars was gaining con- 
siderably, indicating that even railroads were coming back into 
the market as their net income grew with traffic. In general the 
flow of producers’ durable commodities was near the 1929 level, 
involving similar capital outlays. Moreover, in 1936-37 investment 
in inventories was exceptionally heavy, and outstanding instal- 
ment credits are reported to have increased at a rate well above a 
billion dollars a year. 

The only field in which investments developed slowly was con- 
struction, and this was certainly the decisive factor in the collapse 
of the business recovery early in 1937. By that time savings had 
very probably reached a rate of 7 billion dollars a year, while net 
private investments approached 5, billion dollars. As long as spend- 
ing was effective at a rate of nearly 4 billion dollars a year there 
was a strong stimulus to increased production and, unfortunately, 
to rapid price rises also. But when public spending dwindled fast 
with the last effects of the bonus payments, it became obvious 
that private investments were still deficient by perhaps 2 billion 
dollars a year. Such a large sum, it is quite clear, could have been 
compensated only if construction had increased very rapidly— 
more rapidly, I think, than could ever be expected. None of the 
other investment fields could have absorbed such huge additional 
capital sums. Total private construction was still 5 billion dollars 
below the 1929 level, although it too was definitely on the upgrade 
in all its branches. But construction develops slowly and would 
have needed at least another year to grow into its capital-absorb- 
ing function. The prospects for it were good. 

With quick withdrawal of spending, and sales beginning to de- 
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velop unfavorably, disinvestment in inventories added to the leak- 
age, resulting in the unprecedented recession. Of course, with the 
decline in national income all investment activity suffered. 

But does this prove that public spending cannot restore pros- 
perity? In my opinion we can only conclude that public spending 
must be curtailed carefully and with consideration of the extent 
to which private investments have taken the place of compensa- 
tory spending. The breakdown in 1937-38 certainly does not sup- 
port the belief that every dollar publicly spent will discourage 
several dollars of private investment and, conversely, that every 
dollar cut in public spending will be met by several dollars of 
private money. 

Unfortunately the recession set us far back and made large pub- 
lic expenditures again necessary. It is like a man climbing a hill. 
Each time he slides back he must regain his ground, regardless of 
the effort he had previously expended, regardless of how near he 
had been to the top and how fortunate he would have been had 
he reached the high plateau. 

It can be expected that public spending will now increase 
national income faster than in 1935 and 1936, since private in- 
vestments are higher and the net leakage will be smaller. It is of 
the greatest importance that housing increase along with general 
business. The conditions should favor it. But this holds for the 
other fields of construction also. It may be impossible to estimate 
how much capital the individual branches of our economy will 
absorb with prosperity income, but it is not so difficult to show 
that the latent investment backlog is large enough to balance our 
economy for some years to come. 

Reliance on public spending, of course, should not mean fail- 
ure to encourage private investments more directly. Assistance in 
financing housing is one way, and perhaps the railroads ought to 
be helped too. New financing of industry may become a difficult 
problem. If the public does not dare to buy stocks, and if the 
banks do not want to buy bonds unless there is satisfactory equity, 
new ways may have to be found. Also in regard to prices, wages 











goz 


No 
def 
im] 
mil 


the 
spel 
rate 
If i 
for 

the 

reac 
to k 
and 
ent; 
ing, 
war. 


mea 
the 

billi 
for | 
billi 
tion 


ernn 





‘y er = -_ 


— 








GOVERNMENT SPENDING 203 
and taxes the policy that is followed should be favorable to 
investment. 

But all this does not contradict the wisdom and necessity of pub- 
lic spending. High national income is a prerequisite for private 
investments; low building costs, low steel prices and a definite tax 
policy are necessary also and will help public spending achieve its 
goal. 


IV 


Now as to the costs and limitations of compensatory spending. By 
definition we pay the costs by increasing state debts. The political 
implications of such a procedure should under no conditions be 
minimized. But what does deficit spending mean economically? 

First, does it lead to inflation? ‘That depends not so much on 
the size of the debt already incurred as on the current rate of 
spending. As long as the rate of spending is below the prevailing 
rate of net leakage, spending will not even show expansive power. 
If it grows beyond this rate the increasing purchasing power will 
for some time be neutralized by an increase in production and in 
the flow of commodities. Only if spending is continued after all 
readily available means of production are employed is inflation 
to be expected. But nobody wants to continue spending that long, 
and there is no necessity for it. During a war it is entirely differ- 
ent; then one sees the inflation growing but cannot stop the spend- 
ing, since the purpose is not full employment but winning the 
war. 

That the mere existence of a huge government debt does not 
mean inflation was borne out by developments in England after 
the World War. The English internal government debt of 6.5 
billion pounds was about 150 per cent of the national income; 
for the United States a corresponding debt would be about 100 
billion dollars. Still, England went through a period not of infla- 
tion but of deflation. 

A second question is whether the interest on the growing gov- 
ernment debt does not become too great a burden. Our 40 billion 
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dollar debt costs us now about a billion a year, or about 1% per 
cent of our national income. England pays about 6 per cent. But 
that has not proved ruinous to England. The government must 
tax heavily for the debt service, but only in order to return the 
money to the people in the form of interest payments. The main 
problem is who it is that pays and who receives. Since for the most 
part they are both of the same class no great disturbances result 
from these interest payments, although I do not wish to minimize 
the tax problem which is involved. 

How long government spending can be continued depends 
mainly on the effects of compensatory spending on the real wealth 
of the nation. Other questions are, after all, chiefly questions of 
political expediency. 

During the period of liquidation billions of dollars worth of 
inventories may be sold and not replaced; fixed capital may wear 
out; depreciation charges may be not reinvested. This means a loss 
in wealth and cannot go on forever. Public spending neither starts 
nor prolongs this process of liquidation. A decline in the stock of 
real capital occurs with every period of radical decline in business 
activity. Public spending eases the liquidation which otherwise 
would lead probably to general disaster. It also disguises this de- 
cline in privately possessed wealth. The liquidator of assets in- 
creases his bank deposits, the bank buys government bonds and 
the money may go to those on relief; these, in turn, buy com- 
modities and the liquidator further adds to his bank deposits. 
This shift from real assets into bank deposits and into govern- 
ment bonds does not appear to be a loss in wealth of private in- 
dividuals, but it is a loss to the society as a whole unless the spend- 
ing has led to the formation of public capital which corresponds 
in value to the decline in private capital. 

During 1936 and most of 1937 public spending was not accom- 
panied by any net liquidation of private capital. Public loans only 
helped to absorb net savings. Under such conditions public bor- 
rowing may very well take place simultaneously with an increase 
in privately held real capital. Then public borrowing can con- 
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tinue almost indefinitely. The idea that we rob the next genera- 
tion with our borrowing is not correct. All that the next genera- 
tion will suffer is that real capital will be smaller than it seems 
to be on the books, and that the capital stock might have been 
bigger if a part of our savings had not been absorbed by the gov- 
ernment spending for such purposes as relief. 

This assumption, however, is hypothetical. Nobody can really 
prove what savings and the formation of real capital would have 
been without compensatory spending. Experience leads us to be- 
lieve that without spending, and without other more direct gov- 
ernment regulation, not only would our standard of living have 
been lower during these years but also we would have had further 
negative savings and negative formation of capital. If that is cor- 
rect we possess not a smaller but a larger capital stock than we 
would have had without compensatory spending. This, of course, 
does not deny the problem of book debts which do not represent 
actual capital. 

But how big is the difference between actual and book capital? 
It is certainly not so great as the increase in gross public debt, nor 
even so great as the increase in the net debt. Schools, playgrounds, 
highways, bridges and power developments have a capital value 
too, and we could only wish that there were such public capital 
for every dollar that has been spent. In a short business recession 
compensatory spending may be resorted to without questioning 
very closely the purposes for which the money is spent; priming 
the pump to quicken restoration of private investment activity 
is the main function of such spending. In a long depression, how- 
ever, we must spend more carefully, actually investing our money. 


Vv 


From all of these considerations I would draw several conclusions. 
First, experience has proved fairly well that compensatory 
spending can raise national income, and can do it by consider- 
ably more than the sums spent. 
Second, the restoration of a self-supporting equilibrium by 
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spending presupposes certain conditions. During the downswing 
public spending may be offset by considerable liquidation; during 
the period of expansion it may be counterbalanced by growing 
profits and savings. Private investments follow to a certain extent 
the volume of business, but net investments absorbing from 8 to 
10 billion dollars a year can be expected from spending only if 
large capital deficiencies have developed. 

Third, the time lag in private investment activity during recent 
years has not been so great as one might believe. New construc- 
tion, however, has developed very slowly. An anticipated expan- 
sion of capacity has not taken place. This could be considered a 
sign that “capital is on strike against spending,” but it can just 
as easily be explained as caution emerging as an aftermath of the 
eight-year depression. 

Fourth, the present latent investment backlog is large enough 
for us to hope that compensatory spending can now prime the 
pump. Residential construction should be developed along with 
total economic activity. 

Finally, public spending has not reduced our real wealth, but 
the rapid growth of the government debt from 16 billion to almost 
40 billion is decreasing our political mobility. Further, public 
spending has not prevented us from making only poor use of our 
productive capacity for many years, although there was need 
enough. Therefore a simple repetition of public spending could 
not be recommended if we were once more faced by a situation 
like that of 1929. More direct regulation of capital investments 
would be advisable. 

These problems of the future, however, must not divert our 
attention from the opportunity compensatory spending now has 
of fulfilling our expectations. Our present problem is to spend 
consistently and with sufficient pressure to reap the prosperity 
that a properly directed spending policy is capable of achieving. 
If we do not succeed here our efforts to establish a more balanced 
economy may be lost for years to come. 


(The Graduate Faculty) 
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ADJUSTMENT OF PRICES AND 
COSTS AS A MEANS OF 
STABILIZATION 


BY ARTHUR FEILER 


I 


My TASK is to consider only one part of business cycle policy, 
that is, the adjustment of prices and costs as a means of stabiliza- 
tion. Thus I shall not discuss the long-run changes of the social 
and economic structure that regularly underlie the short-run al- 
ternations and make a particular business cycle distinct from the 
preceding ones. Nor shall I discuss the singular fact that not only 
politically but also economically we are still living in the after- 
math of the World War. In fact, the devastating disproportionali- 
ties in the world’s production and distribution of agricultural 
commodities, raw materials and finished manufactured goods that 
resulted from the war have not only not been reduced to a new 
kind of approximate equilibrium but are still being increased by 
economic nationalism, the armament race and the attempts at 
economic preparedness for another totalitarian war. These two 
decisive transformations have altered the aspect of our so-called 
normal business cycle to an extent that has been best expressed 
by the English economist, R. G. Hawtrey, who has declared? that 
“since the outbreak of the war in 1914 there has been no business 
cycle.” 

For a consideration of these problems I must refer to the pre- 
ceding papers. I am going to discuss those aspects of the cycle and 
those measures for stabilization that are so often neglected nowa- 
days by the prophets who attain popularity by repeating again and 
again their own particular panaceas. Actually there is no one way 


1In Der Stand und die nachste Zukunft der Konjunkturforschung, Festschrift fiir 
Arthur Spiethoff (Munich 1938) p. 108. 
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to achieve an upswing. We have just discussed the tasks—and the 
limits—of public spending. The tasks are obvious in a situation 
like that since 1929. But the limits are also evident, and particu- 
larly so since the recession of 1937: limits concerning, on the one 
hand, the possible amount of spending and its direction, and, on 
the other hand, its possible results. ‘That we still have a vast army 
of about ten million unemployed, that we still live under the 
hateful paradox of huge amounts of idle capital and idle men 
and at the same time huge unsatisfied wants of the great masses 
of the people, is proof of the fact that public spending alone, even 
at the extent of scores of billions, does not suffice to cure the evil. 
Consequently we may now consider what is advisable and neces- 
sary aside from or in addition to public spending. 

Once we have a depression the first task is to recognize the 
maladjustments resulting from the boom—and to deal with them 
fearlessly. Malformations must be eliminated. Overvaluations 
must be written down. Sick parts of the body must be cured. 
Many of these cures are performed by the very fact of the de- 
pression; the fantastic stock prices of 1929, for example, compar- 
able only to the tulipomania of the seventeenth century, disap- 
peared in the crash. Other cures of this kind, especially in the 
financial structure of enterprises, must be effected by courageous 
action. If this is not done, if, for instance, the unhealthy financial 
structure of railroads is maintained through boom and depres- 
sion, such a postponement of necessary action for readjustment 
can lead only to a retardation of recovery. But these necessities 
are generally acknowledged—although we are often tardy in pass- 
ing from understanding to action. The really controversial prob- 
lems are in the field of production itself. 


II 


The depression is characterized by a stoppage of investments. The 
result, in so far as the lack of private investments is not replaced 
by public investments, is a breakdown in the demand for indus- 
trial goods, for capital goods first and for consumers’ goods very 
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soon. Thus industry itself is the center of cyclical instability, the 
strategic point for business cycle policy and for the struggle to- 
ward security. Errors in this sphere will bring about the greatest 
harm, intelligent action the most effective help. The question is 
how industry will respond to the diminished demand. Two ways 
are open: reduction of prices or reduction of output. 

A reduction of industrial prices must not, of course, be mis- 
taken for the spiraling down of all prices throughout the eco- 
nomic system to the same extent and at the same time. If all prices 
and cost items, and the incomes derived from them, are reduced 
equally—prices of agricultural products and raw materials and 
wages and finished industrial goods and interest rates—then the 
cost-price structure as such, aside from the increased burden of 
the overhead costs, remains practically unchanged. So too does the 
relative distribution of income among the different groups of 
society. Nothing is really altered but the value of money. Such a 
parallel reduction of all components of the price system results 
simply in raising the price of one commodity—gold. 

This is in principle, though of course not literally, what hap- 
pened after 1929 through the fateful coincidence of the agricul- 
tural with the industrial crisis. And we know the consequences. 
This development did not result in a readjustment. It led only 
to the new maladjustment of a heavily increased burden of the 
whole debt structure—for if prices are reduced to one half, pro- 
ducer-debtors must give away twice as much of their produce in 
order to meet their debt obligations. This international calamity 
was then met by national measures of protection. One country 
after another devalued its currency in order to support the debtors, 
in order to prevent imports and subsidize exports, in order to 
make space for the domestic credit expansion of public spending. 
Indeed, tinkering with the currency, held in abhorrence since the 
time of the French assignats, has become as common and trivial 
nowadays as raising the tariff walls. Both measures, high customs 
duties and deep currency devaluations, sound in the ears of many 
people today almost like synonyms for laissez faire. It is usually 
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overlooked that one result of this devaluation race is the further 
spiraling down of the whole international price level, and that 
therefore this method of national interventionism profoundly ag- 
gravates the international economic situation by continually creat- 
ing new insecurity internationally. 

If industry diminishes prices in the depression as an answer to 
the diminished demand the situation is entirely different. Even 
then, to be sure, an immediate success is not guaranteed. Prospec- 
tive buyers may expect further price reductions in the future and 
therefore decide to wait. Other reasons for a long delay of con- 
fidence may play their part. The bottom of the depression will not 
be reached before people really feel and believe that there is again 
ground under their feet. This was the argument of the steel indus- 
try against price reductions during a long period of the Great De- 
pression: it held that in view of the small elasticity of demand 
lower prices would lead not to increased sales but only to increased 
losses of the industry. But the result was that the artificially high 
steel price broke down eventually in spite of all monopolistic 
efforts. The long postponement of the reduction was only one 
more element of uncertainty in the market, retarding recovery. 

As a matter of fact, lowered industrial prices are one of the 
absolutely necessary presuppositions of recovery. For lowered in- 
dustrial prices raise the purchasing power of the other groups in 
society—not only of the employees who retain their jobs but also 
of the people with fixed incomes and particularly of the farmers. 
This result of lowered industrial prices is often overlooked, espe- 
cially by English writers who, while giving much attention to the 
purchasing power of the workers, are only too much inclined to 
forget agriculture altogether. This error should not be repeated 
in this country, where agriculture and the purchasing power of 
the farmers still play so important a part within the whole econ- 
omy. Actually, by lowered industrial prices in the depression these 
groups will be able to buy more (just as rising industrial prices 
during a boom reduce their purchasing power in relation to 
profits). And the larger buying of these consumer groups, espe- 








Ci 
sti 


eV 


du 
th 
ha 
in: 
in 
th 
to 
fac 
tri: 
ow 
the 
enc 


anc 
siOl 
me! 
vel 


pric 
unf 
hov 
poli 
mai 
reac 
plo} 
ince 
first 
wha 
be r 





vt 


ee > ee ee 


le 





ADJUSTMENT OF PRICES AND COSTS 211 


cially if it is combined with public spending, may then be the 
start for greater orders of retailers and wholesalers and finally for 
better prospects also for durable consumers’ and producers’ goods. 
More employment, more production, higher national income will 
eventually be the result. 

In a competitive economy this lowering of the industrial prices 
during the depression takes place without much questioning. It is 
the inevitable outcome of competition. In a half-monopolistic, 
half-competitive economy such as ours, with all its rigidities and 
inflexibilities, large sections of industry have the power of choos- 
ing the other way, at least for some time and to some extent, 
that is, maintaining prices and curtailing output. And they like 
to call such a policy “industrial stabilization.” They disregard the 
fact that this policy really involves an immense burden of indus- 
trial insecurity and instability which is only shifted from their 
own to other shoulders. It must be borne by the employees whom 
they dismiss and by the national community as such, which in the 
end must take care of them somehow. 

As a matter of fact, this pseudo “industrial stabilization” is only 
another instance of the disastrous spiraling down of the depres- 
sion. It is by no means identical with the really necessary readjust- 
ment of production. Disproportionalities in production which de- 
veloped during the upswing must certainly be done away with. 
Overproduction in particular fields cannot be maintained at any 
price. And diminution of production in general is in any case the 
unfortunate accompaniment of the depression. The problem is 
how far it must go and where it can be stopped. An industrial 
policy which deliberately reduces output in order to enforce price 
maintenance means that the bottom of the depression can be 
reached only much later and at a much deeper level, that unem- 
ployment and the diminution of national production and national 
income will be much greater than they need have been. For in the 
first place this policy means neglecting the potential demand of 
what I called the other groups in society, the demand that could 
be made effective by lowered prices. And in the second place it 
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diminishes the existing demand. If production is restricted, 
workers are dismissed. The consequence is that they cannot con- 
sume because they are no longer allowed to produce. Their pur- 
chasing power is destroyed. And this reflects on other industries 
which had been producing for their consumption. They too must 
restrict output, dismiss workers. The fateful spiraling downward 
makes its way. 

“Distributing income through price reductions” is Harold G. 
Moulton’s! advice to American industry in general as the neces- 
sary consequence of the increase in efficiency by technological 
progress. ““We have not,” he has said, “even in our periods of 
busiest prosperity, produced enough economic goods to make a 
comfortable standard of living for our total population. . . . To 
give all the families of the nation a reasonable standard of living 

. would have necessitated an increase in production over 1929 
levels of approximately 75 per cent. . . . We were clearly not 
confronted in 1929 with overproduction either actual or poten- 
tial. .. . A substantially greater output of consumption goods 
would undoubtedly have resulted had the market demands of con- 
sumers been larger.” 

But this consumers’ demand depends on the price. And Alvin 
Hansen? adds the very serious prognosis that “If private capital- 
ism cannot solve its price problem, it will inevitably dig its own 
grave.” This should not be lost sight of when we consider indus- 
trial price policies during the whole cycle. Price reductions are 
the means of letting all strata of society participate in the advan- 
tages of improved methods of production and thus of reaching a 
high real national income. This was overlooked during the up- 
swing of the twenties, when prices were kept stable instead of 
being diminished as a result of technical progress. But the admoni- 
tion bears all the more weight in the stage of depression. Lower 
prices in the depression are necessary and unavoidable. Only there 
is another problem involved, the problem of costs. 


1 Income and Economic Progress (Washington 1935) pp. 10, 38, 117 and passim. 
2In his important book, Full Recovery or Stagnation? (New York 1938) p. 301. 
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If costs exceed prices a diminution of production is necessarily 
the result. For some time losses will be borne, but ultimately, if 
costs are not reduced, producers will restrict production to such 
an extent that the obtainable prices cover their costs. For this 
purpose they do not even need concerted action, although they 
doubtless use it to a considerable extent. If they simply do not 
push sales, if they simply set their prices according to their costs, 
the result is restriction of output below that level of production 
which would be possible at lower prices. For demand is not a 
fixed quantity; it is determined by the supply price. A potential 
demand is not tapped if prices are high. Even leaving aside the 
complex problems of foreign trade—culminating in the possibil- 
ity that in a long depression entire industries may emigrate or be 
taken over without quick compensation by foreign producers who 
can operate with lower prices and lower costs—the fateful conse- 
quences for the national economy as such are obvious. 

Thus the second crucial problem of readjustment is the neces- 
sity for wage diminutions as the accompaniment of the necessary 
price diminutions during the depression. Aside from the interest 
rate, which rightly follows the cycle by rising during the boom 
and declining during the downswing, wages are the decisive vari- 
able factor in the cost structure. And they are all the more impor- 
tant because with the diminished output during the depression 
the fixed costs of the productive enterprises rise per unit of the 
commodities produced, and other cost items, such as railroad and 
utility rates, are rigid—by habit although perhaps not by necessity. 

What really happened in the postwar period as a whole, that is, 
from 1914 to 1938, according to such an incontestable witness as 
Leo Wolman,' was that “the real wages of factory, railroad and 
bituminous coal mining labor just about doubled. In building 
the increase was 75 per cent, but in these trades the rate of wages 
was already high relative to other industries in 1914.” What is 
even more impressive is Wolman’s further statement that “a very 


1 Academy of Political Science, Proceedings, vol. 18, no. 2 (January 1939) pp. 67 ff. 
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large portion of this increase occurred since 1929; for from 1929 
to 1938 the real wage rates of factory employees increased 45 per 
cent, of railroad labor 38 per cent, and of bituminous coal miners 
50 per cent.” To these real wage increases must be added the re- 
duction of the standard work-week and working day. As a whole, 
to quote Wolman again, “in the last ten years real rates of wages 
in several of the most important categories of labor have increased 
at a rate never before matched in this country during so short a 
space of time.” 

There are certainly a great many labor representatives who con- 
sider such unparalleled increases of real wages in a period of un- 
paralleled depression as an immense achievement for labor. Actu- 
ally this is a disastrous error. In the first place, if the workers are 
employed in short-time jobs their income is low in spite of high 
wage rates, and this is what happens to many during the depres- 
sion. But there is another problem involved and this is the truly 
decisive one. If disproportionately high wage rates increase unem- 
ployment, which they do necessarily, the result must be a division 
in the field of labor itself. Such wage rates favor that part of labor 
which is lucky enough to keep its jobs, at the expense of the other 
part of labor which by these very wage rates is condemned to un- 
employment. We speak too much of labor as a unity. As a matter 
of fact, this unity is destroyed by a labor policy that pushes wages 
to a level not compatible with the actual economic conditions. 
The result—facilitated in this country by the particular features 
of the American labor movement, by the coexistence of very strong 
labor unions and vast masses of unorganized labor, by the co- 
existence of closed shops and open shops, and by the still prevail- 
ing hostility of large numbers of employers to collective bargain- 
ing as such—the result is the splitting of labor into two different 
camps, really into two different classes: the employed workers on 
the one hand and the unemployed on the other. 

Hence it is not an achievement for labor as a whole if the 
monopolistic power of labor unions succeeds in boosting particu- 
lar wage rates above the natural level, just as it is not an achieve- 
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ment for industry as a whole if the monopolistic power of entre- 
preneurs succeeds in keeping their particular prices high. A 
monopolistic policy of entrepreneurs, even if it protects the profits 
of special industries, diminishes the entire production; a monop- 
olistic policy of trade unions, even if it supports the earnings of 
particular workers, diminishes the entire employment.’ And the 
whole economy of the nation must pay the price for such a viola- 
tion of the economic law: by a gravely prolonged depression, a 
diminished output, a lowered national income, a debased stand- 
ard of living, a continuous need for huge public spending, a per- 
manent vast number of unemployed and all the human and social 
sufferings that are the disheartening outcome of these conditions. 


IV 


The points I have made are borne out by the recession of 1937— 
in fact, a new deep depression, with the index of industrial pro- 
duction breaking down from 122 in May 1937 to 77 in May 1938, 
that is, by 37 per cent. 

It is often said that credit expansion, whether it be for private 
investment or for public spending, will bring about inflationary 
effects only if it is continued when all the idle productive reserves 
of the economy 





unemployed men and unemployed capital— 
have been put back to work, and when the whole economy is thus 
working at full capacity. Before this point is reached—so runs 
the argument—the increase in the amount of money in circula- 
tion and therefore in purchasing power will be counterbalanced 
by an equal increase in the flow of commodities and services, 
brought about by increased production. 

Unfortunately this theory, right as it is as an abstract theoretical 
deduction in vacuo, neglects the realities of actual life. First of all, 


1A. G. Pool, in Wage Policy in Relation to Industrial Fluctuations (London 1938), 
summarizes the opinions of recent writers on this problem with the conclusion that 
“a greater plasticity of wage rates than at present exists is not likely to make any 
appreciable difference, one way or the other, to the cyclical fluctuations in output 
and employment” (p. 150). Here I can only say that in this conclusion I do not 
believe the above argument has been dealt with satisfactorily. 
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the factors of production are by no means so interchangeable as 
the theory necessarily assumes. The idle plants and the idle raw 
materials cannot so simply be used for the production of exactly 
those kinds of goods that are needed in a particular moment; long 
before full capacity production is reached throughout the econ- 
omy, there may arise a scarcity of some of these productive factors 
while there is still superabundance of others. And the same holds 
true for manpower. The unemployed are not able to do every 
kind of work. They may lack the particular skill that is needed. 
Or they may possess a particular skill and run the danger of los- 
ing it if they work in an entirely different field. Or they may live 
in a section of the country very distant from the one where they 
could be used, and cannot, without great hardship, be trans- 
planted. Again, there may arise a scarcity—and disproportionate 
wages—in some kinds of labor while there is still vast unemploy- 
ment in others. One is deluded if one thinks of the living body 
of a nation’s economy simply in naked figures of horsepower and 
manpower. There is also the problem of monopolistic power in 
the hands of special industries and of special labor groups, which 
may be strong enough to raise their particular prices in sharp con- 
trast to the development of the general price level. And finally, 
there may be speculation, which plays so important a part in every 
stage of the cycle. All these circumstances, unless they are cau- 
tiously watched and restricted, bring about the so-called “bottle- 
necks” —new disproportionalities within the price structure and 
in the relations of prices and costs. 

This, briefly, is what happened in 1937. Corporate price policy 
raised the prices of steel, of cement, of capital goods as a whole, 
which had already been maintained at a much higher level than 
other prices. A wave of strikes raised wages in specific industries 
while other wages too (for example, those of railroad employees) 
were maintained at a much higher level than the rest. A wave of 
speculation in commodity markets—supported by the interna- 
tional armament race, by the flight of capital from the European 
countries, by the fear of war and the fear of inflation and by a 
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sudden speculative accumulation of inventories—raised the prices 
of raw materials, whose wholesale index rose from 75.8 in May 
1936 by 18.8 per cent to go.1 in March 1937, only to come down 
again to 75.4 in December of that year.* 

But disproportionately high prices in some fields exercise only 
a downward pressure on prices in other fields. Producers, espe- 
cially the producers of finished goods, are held back if their mate- 
rial and other production costs rise while they are unable to ob- 
tain equivalent prices for their products. And potential investors 
are held back if the costs of investments and the costs of operating 
new invested capital are so high that they see no prospect for 
profits. The deterrent effect of these bottlenecks was evidenced 
in the decline of the construction industry—all the more impor- 
tant because activity in this field, still very hesitant at the begin- 
ning of 1937, was just about to regain real strength. 


Vv 


The conclusion to be drawn is that premature partial booms dur- 
ing recovery are harmful to the continuation of recovery—just as 
the general boom presages the end of prosperity. And this leads to 
a further conclusion. If sometime we reach again the stage of pros- 
perity, our work will not be ended. Our task then will be to re- 
strict the threatening excesses of a boom in order to prolong pros- 


1 Alvin Hansen (op. cit., p. 300) computes the following figures: “Compared with 
1926 the all-commodity price level stood in November, 1937, at an index of 83.7, 
cost-of-living index at 82.5, farm products at 75.7, raw materials at 93.7, metals and 
metal products at 96.8, building construction costs at 101.8 and building-union 
hourly wage rates at 103.4. Moreover, it must be remembered that building costs 
were already extremely high in our base year, 1926.” 

The monthly averages of construction costs for apartments, hotels and office build- 
ings in New York from 1925 through 1937 (United States average prices 1926-29 = 
100) were as follows (from Survey of Current Business, 1938 Supplement, p. 21): 


OE cvtanascicane 111.4 WR oi wsiensnce sis 101.1 
er rere 120.3 Ep ere rce. 108.1 
CE dikccnadiwns 117.2 rere 104.9 
Steet se 127.9 Par eer 107.0 
Da ere 105.5 NN san dsnecs aces 119.6 


In 1937 the figures for particular months were: May 111.7; June 121.8; July 126.2; 
September 127.3; December 126.2. 
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perity. Intelligent action will still be needed, and its first strategic 
rule must be to preclude the evil rather than waiting until it is 
there. Preventive measures against overspeculation on the stock 
exchange and the commodity markets, cautious industrial price 
policies, cautious labor policies will be needed. And, from another 
point of view, intelligent timing of long-term investments may 
also play a highly important role: if during the boom, when costs 
and prices and interest rates are high, we postpone not only gov- 
ernment investments—for which this ought to be a strict rule and 
the necessary counterpart to public spending—but also private 
residential building and large replacements and other investment 
expenditures, like those for railroads and public utilities, and 
make them instead during the depression, when costs and prices 
and interest rates are lower, this will not only be good business 
calculation but also will help to retard the boom, to prolong pros- 
perity, to increase security. 


VI 


Dictatorial governments find it easy to master these problems. 
Their simple method of dealing with the economy, as with the 
people in general, is command from above, with the prison, the 
concentration camp and the firing squad as the ultimate regulator 
of every economic activity and the final substitute for economic 
law. In fact, these problems do not arise there, just as they did 
not arise in the belligerent countries during the World War, and 
for the same reason: dictatorial economies are war economies, and 
like them are organized, regimented, destined to a single purpose. 

National Socialism may be taken as the most elucidating exam- 
ple. The bottlenecks I discussed above do not arise under that 
system. National Socialism simply requisitions the whole working 
capacity of the people. It requisitions the laborers and sends them 
to the places where it wants them to work, regardless of their skill, 
their families, their individual wishes. It requisitions the factories 
and the machines and puts them to work according to the needs 
of the regime. And likewise it requisitions the raw materials and 











—= ~~ OQ, 


(o>) 


th 
ar 
to 
ev 





ed 


ae™= lU™SlUC STCOCOUCUCCrOhClChUhr 








ADJUSTMENT OF PRICES AND COSTS 219 


distributes them according to its own purposes. Furthermore, 
National Socialism can easily evade the cyclical maladjustments of 
prices and costs. It simply fixes prices and wages by its dictatorial 
command and forbids them to rise, and this command must be 
obeyed. It thus evades also the speculative responses of the busi- 
ness world, of its hopes and fears. For in this system the economy 
is no longer the accomplishment of living men; it is in truth oper- 
ated by automatons, because that is what the system makes of men. 

Finally, since the increased production initiated by the spend- 
ing policy is consumed by the regime itself, for its armaments, its 
monumental buildings and the like, instead of being used to raise 
the living standard of the people, the problems of such a system 
are entirely different from those of the democracies. A dictatorial 
regime is not concerned with the distribution of the increased 
production and all the attendant disproportionalities, nor with 
the intricate situation which arises in a free economy from the 
fact that the purchasing power of some constitutes the costs of 
production of others, and vice versa. Its only problem is to skim 
off that part of the national income which it needs for its own 
use. And this is a much easier problem when it is handled by 
dictatorial power. Actually, the dictatorial governments, all of 
them, although they avoid the maladjustments that threaten a 
democratic economy, produce ample maladjustments of their own, 
by lavishly wasting the productive work of their peoples, by wrong 
investments of capital, by wrong use of resources. The necessary 
readjustment can take place only by a leveling down of the other- 
wise possible standard of living. But this readjustment is effected 
in silence. As long as the dictatorial governments remain in power 
no one is able to ask them for a statement of accounts. German 
National Socialism does not even see fit to publish a budget. 

In a democracy, with government based upon the consent of 
the governed, politics, whatever else may be said about it, is an 
art. And this holds true for economic policy too. But an art is not 
to be practiced according to simple, ready-made patterns. In fact, 
every single measure of economic policy must be accurately scru- 
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tinized because it may work differently under special conditions, 
in a special time or a special social climate. The diminution of 
public and private credit in 1937, logical in itself, resulted in the 
new depression because its psychological effects led business into 
a general restriction instead of helping it by mitigating the bottle- 
necks. This is one instance. To mention a second one, the reduc- 
tion of import duties is a well known, continually recommended 
—and never so far employed!—means for attacking excessive 
prices of monopolies; but it will not work when confronted with 
the international monopolistic agreements whose number and 
weight have so greatly grown during the last decades. And, as a 
third example, in the German republic compulsory arbitration of 
labor disputes was used as the last. resort in cases of an overwhelm- 
ing general interest. But it was based on a highly developed sys- 
tem of fixing wages comprehensively for whole trades by general 
collective bargaining. And even thus it ultimately resulted in dan- 
gerously diminishing the responsibility both of employers’ and 
of employees’ organizations. In this country all the preconditions 
which could make such a compulsory arbitration tolerable are 
lacking from the outset. 

These instances, which could easily be amplified, are indicative 
of the difficulties necessarily involved in a system of freedom. In 
fact, we must know that it is a costly system, that we must be ready 
to pay its price—the price of risk which is the counterpart of 
opportunity—if freedom is to be maintained. Absolute security 
will not be achieved in democracy. It is to be obtained, if at all, 
only at the price of slavery. But while this must be confessed, it is 
all the more necessary that we do everything in our power to 
diminish insecurity, at least to the extent that the risk is conceived 
anew as equivalent to opportunity and as a just price for freedom. 

Actually, even in the particular problem I have discussed—the 
avoidance of maladjustments and their quick readjustment when 
they have occurred—a great deal can be achieved if causes are 
rightly understood and the necessary lessons are obeyed. This is 
in part the task of the government, its executive and its legislative 








le 
of 
th 
de 


ne 


hi 


du 
th 
liv 


In 

Se! 
ter 
wo 


(Th 








ADJUSTMENT OF PRICES AND COSTS 221 


branches. It is in part also the task of the Federal Reserve Board. 
But in this special field it is most of all the task of the economic 
forces themselves and all their subdivisions. The government, for 
example, by energetic action against monopolistic abuses, may 
prevent particular mischiefs, and this alone would mean much; 
the Federal Reserve Board in its field of the money market may do 
the same. But in order to have the right things done, and not only 
have some wrong things prevented, intelligent and responsible 
action of the economic factors themselves—all of them, industry, 
labor, banking, agriculture and the rest—is necessary and un- 
avoidable. Moreover, the governmental and private agents must be 
brought into a real and effective cooperation. As long as they work 
one against the other, distrusting one another, struggling against 
one another, the very best isolated actions and intentions will be 
continuously frustrated, and also, in the last result, even billions of 
public money will be spent in vain, because the hoped-for after- 
effects will not be reaped. An enlightened public opinion, not only 
led by venerated doctrines but also open to the changed necessities 
of a rapidly changing economic world, will be of immense value in 
this respect. For there can be no doubt that maladjustments, more 
detrimental than even the purely economic ones, have developed 
from the lack of that cooperation. It is their readjustment that is 
needed most. 

An imperative task is imposed upon us, upon every one of us in 
his particular field of work—the task of bringing the unemployed 
men and the unemployed capital together so that they may pro- 
duce the goods that the people really want to have. We have not 
the right to allow ourselves a new lost generation. If we do not 
live up to this task there will, however, be a lost generation of 
young men and women who will feel themselves denied their place 
in society, and who will take their revenge. To conclude with a 
sentence of President Roosevelt’s in his much too quickly forgot- 
ten message to Congress on monopolies: “Idle factories and idle 
workers profit no man.” 


(The Graduate Faculty) 











DISCUSSIONS 


It is interesting to note how large a common denominator of agree- 
ment there is among the three papers which we have heard this evening. 
No one of them rejects the doctrine of public spending. 

Let us pause for a moment to note something which ought to be 
made entirely clear. We are now in the midst of a political discussion 
of public “spending.” You find it in every morning newspaper. You 
cannot have listened to this analysis without realizing how wide of 
the mark the present political discussion actually goes. There is, on the 
one hand, an insistence that public spe:ding must stop lest the expense 
be too great, and on the other, that it must go on because it satisfies 
certain immediate needs. Yet analysis of all three papers which we have 
heard presented makes it obvious that public “spending” merely com- 
pensates, in a greater or less degree, for the lack of private “spending” 
which should have gone on, and that such “spending” merely picks up, 
in public account, what we should have had in private account had 
matters moved smoothly according to the older system. This might lead 
someone to ask whether the problem is, not whether there should or 
should not be public spending, but what the public spending is for 
and what we get for our money. 

No one has yet suggested that any government, whatever its political 
faith or whatever system it prefers, could decline to deal with the par- 
ticular problems and pressures which are presented—unless it were, 
indeed, to follow the Nietzschean command, “Thou shalt have no 
pity,” and regard public starvation with entire unconcern. This is an 
unthinkable thesis in any democracy. 

This discussion, really, suggests a possible underlying issue. Perhaps 
what we call “public spending,” which therefore shows up in the 
national budget, ought properly to appear in our banking and currency 
system instead. For what is the virtue of public spending? Merely this: 
that with public funds something can be made to happen when, for 
emotional or other reasons, private capital does not move, because it 
cannot, or because it is afraid, or because it will not. At those moments 
“public spending” can be invoked because a public agency can act. 
This is merely to say that the work of investment, which normally went 
on through financial channels, and thus was reflected in our banking 
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and currency system, now goes through the national budget. Yet this 
also winds up in the banking and currency system. 

Apparently one result of a rapidly industrialized society is that a 
large amount of that spending which is required to create a continuous 
accretion to wealth is of the variety which cannot adequately be 
handled by private capital. Perhaps the social needs of the community 
have been neglected as the private commercial needs have gone for- 
ward. It is even possible that, as the great urban developments took 
place the social, or non-commercial, needs increased in arithmetic 
progression, that is to say, faster than the net commercial needs. It 
may even be that there is today a necessary field in the national econ- 
omy for non-commercial spending which did not exist before: such 
fields as low-cost housing, public power developments, the health system 
of the country, the necessary hospital and municipal developments 
with which we are familiar in cities like New York, and the like. All of 
these, properly considered, are nothing more than the organization of 
men and materials to create needed wealth. When you have a situation 
like that it may well be that public spending is more a question of 
national accounting than of political principle. 

I would like to have you note that no great industrial country has 
emerged from any of the recent depressions except by that route—some 
more successfully than others. When you find that phenomenon it is 
fair to suggest that possibly we are beginning to discover, not a 
transitory device, but a new principle. I fire a shot here for a private 
theory of my own, which is that function ought to be properly recog- 
nized in the inevitable reconstitution of our banking and currency 
system. 

I shall leave to others the analysis of Professor Feiler’s brilliant argu- 
ment, which has to do with the lowering of prices and wages as against 
the theory of maintaining and fixing their level. But I take this oppor- 
tunity to note that in his analysis he did not undertake to exclude or, 
indeed, even attack the necessity of using the public budgetary ma- 
chinery or its equivalent at a time when the machinery of private 
capital has broken down. 

Clearly, we have in the United States the men, the materials and the 
technical skill; and we have also the need. It is apparently merely a 
question of developing a financial technique which is able to organize 
those men with that skill to produce the capital necessities and the 
permanent consumptive requirements which the country really needs. 
I submit that that is not an impossible job. I submit that public spend- 
ing, in one form or another, produces a necessary part of the national 
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wealth, and that the handling of the bottlenecks producing unduly 
high prices is a separate and subsidiary problem. We can create credit, 
but we can put it to work only through some public authority. It is 
equally possible that the same public authority may be needed to clear 
the bottlenecks. 

In sum, public spending seems to be a necessary offset to lessened 
capital activity. This may be due in part to new and untouched fields 
of non-commercial but necessary organization of wealth. Banking and 
currency ought to recognize that need. 

A. A. BERLE, JR. 


(Department of State; Columbia University) 


II 


I should like to take up just a few points. Dr. Lehmann said, I think 
quite rightly, that the general public takes the volume of unemploy- 
ment as an index of the failure or success of economic policy, while in 
reality one should take the volume of production or, even better, the 
volume of consumption. And he pointed out that if you compare these 
various countries—Germany, Sweden, England and the United States— 
the totalitarian countries stand out very well in respect to unemploy- 
ment. Unemployment, it is true, was reduced very much in Germany, 
much more than in any other country between 1929 and 1937. But the 
comparison looks quite different if you take the other great totalitarian 
country, Italy. I don’t know very well the background of Italian unem- 
ployment statistics, but if you take them at their face value you will 
find that in Italy the unemployment percentage was actually greater 
in 1937 than it was in 1929. 

There is another point to make in this connection. Besides these two 
or three criteria—unemployment, volume of production and volume 
of consumption—there is another one which I think is of some impor- 
tance, namely, the measure of stability which an economic system or 
policy can achieve. If you look at the German situation superficially 
you might say that in this respect Germany has a very good record. 
The severe depression of 1937, which affected this country and spread 
to England and many other countries, did not affect Germany. So it 
could be claimed that even if the price for reducing unemployment 
and increasing production is very high, as Dr. Lehmann has pointed 
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out—I mean not only the price in terms of political freedom, etc., but 
the price in economic terms, in terms of the standard of living, etc.— 
at least the system creates stability and creates a certain immunity for a 
country which adopts that method, no matter what happens in the 
outside world. It may be too soon to come to such a conclusion and I 
have not the time to discuss the major problem which arises in this 
connection, namely, whether this stability is likely to last. There is a 
widespread opinion that this stability is only temporary, that it cannot 
last, that, at least as soon as the armaments race is over, the stability 
will be lost, that the country is heading for a crisis. If I am allowed to 
express an opinion without giving the reasons, I would say that from 
the purely economic point of view that is not correct. I could easily 
conceive of a policy which substitutes investment for civil purposes 
when armaments taper off, but whether, politically, such a policy will 
be possible, is, of course, more than doubtful. 

There is one other problem of major importance to which I should 
like to call attention. I think I can take it for granted that we do not 
approve of the aims and purposes to which the present German system 
puts its productive resources and its energies. But still the question 
remains, given these purposes, is the system not very efficient? Is it not 
much more efficient than the economic system in the democratic coun- 
tries? I am afraid that all those who are so terribly afraid of the 
German war machine and have, perhaps, an exaggerated opinion of 
the magnitude of German armaments, are really saying, implicitly, 
that the system is frightfully efficient, because it could achieve a tre- 
mendous rearmament without a catastrophic lowering of the standard 
of living. Now, the second question, which follows from this: suppose 
it is true that that system is as efficient as many people believe, is it not 
possible to put this efficiency to work for other purposes, for peaceful 
purposes? Is it not possible to use all these energies, which are wasted 
in armaments and other things, to increase wealth? And then the third 
question: suppose the preceding question is answered in the affirma- 
tive, have the democratic countries the possibility of doing the same? 
Is it possible to reach such a high efficiency in a democratic country? 
Or is it perhaps true, as it would seem to many and apparently to 
Professor Feiler, that this efficiency is linked up with the purpose to 
which it is put? In other words, is it true that it is comparatively easy 
to be efficient if the only purpose is to prepare a country for war and 
to increase its military strength, while if a reasonable degree of freedom 
of consumers’ choice and political freedom is desired this efficiency 
is either unattainable or illusory? Because of lack of time I am not 
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trying to suggest an answer to these questions, not even by implication. 
But these seem to me the most important problems which stand out 
tonight. 

GOTTFRIED HABERLER 


(Harvard University) 


III 


All of us present this evening are indebted to Professor Kahler for a 
very constructive analysis of the economics of so-called “recovery” 
government expenditures. In particular, his discussion of “leakage” in 
the extra income flow produced by such expenditures, relating it to 
the varying rate of income-flow “leakage” at different stages of reces- 
sion and recovery, was a definite contribution to theory in this field. 
I am in full accord with Professor Kahler’s general conclusion that 
“deficit spending” by governments is an important weapon—though 
only one among several—in the armory of recovery. My analysis will 
not constitute a contradiction of this conclusion, but rather a qualifica- 
tion, and possibly in some instances a refinement, of the theoretic 
structure which Professor Kahler erected to support his argument. 
Professor Kahler’s judgments upon “recovery” government spending 
are based upon his theory of business fluctuation, which as it is 
implied in his paper, might be described as a theory of “income flow 
affected by leakages and accretions.” When the national flow of pur- 
chasing power is reduced by saving not complemented by investment, 
and by disinvestment through reduction of inventories accompanied 
by shrinkage of business credit, we have recession. When “hoarded” 
savings flow back into the purchasing power stream through invest- 
ment, and when accumulation of inventories through credit expansion 
further swells this stream, we have recovery. A factor of velocity of 
circulation of money and of goods could be written into this theory, 
which would in no way weaken Professor Kahler’s conclusions with 
respect to “recovery” spending, but would rather strengthen them. 
Apparently Professor Kahler divides recovery into two stages. During 
the first, production of consumer items expands to the point of full 
utilization of capital capacities. During the second, the pressure of 
consumer demand (and presumably an increase of the price level for 
consumer goods) induces hoarded savings to flow into renewed invest- 
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ment. This creation of new capital goods produces additional employ- 
ment, which in turn creates additional consumption demand, and 
further stimulates recovery. Presumably recession involves the same 
two stages in reverse. In accordance with this line of reasoning 
Professor Kahler would probably accept the conclusions of Mr. Harrod 
that during any period when new capital is being created equilibrium 
is highly unstable, the tendency being constantly to shoot off into 
boom or collapse; while during any period when industry is operating 
with more than marginal unused capacity there is a strong tendency 
toward a stable low-level equilibrium, because reduction of income 
reduces the “leakage” through hoarded saving while expansion of 
activity and income increases “leakage” through savings that find no 
investment outlet. 

Upon these presuppositions Professor Kahler’s theory of “recovery” 
spending is flawless. Whenever business activity falls into the stage of 
unused capital capacity, and tends to settle into a low-level equilibrium 
there, “compensatory” government spending may be introduced. It 
must be sufficient in amount to more than “compensate” the “leakage” 
through saving-hoarding that develops with any expansion over the 
equilibrium level. If the expenditure substantially exceeds this saving- 
hoarding “leakage” and pushes consumer purchasing power up to and 
beyond the point where it occupies unused capital capacity, then the 
trigger is pulled which releases hoarded savings into investment. At 
this stage, if there is any indication of a price rise and if confidence 
is restored, merchants will begin to expand their inventories, prob- 
ably borrowing to do so, thereby bringing still another accretion to 
the purchasing power stream. From this point recovery can proceed 
under its own momentum, and government expenditure can be 
tapered off. 

But if all the presuppositions noted above are not granted, Professor 
Kahler’s argument stands on weaker footing. Upon Keynes’ “bottle- 
neck” theory, as Professor Feiler indicated in his paper, you cannot 
draw any hard and fast line, or even a loose one, between two stages 
of recovery, in one of which “compensatory” expenditure has a 
legitimate place and in the other no place. Not that such spending is 
thereby ruled out as an instrument of recovery, but its effects will 
differ from those indicated by Professor Kahler, and its control may 
have to be along different lines. Increased consumer demand produced 
by “compensatory” expenditure, for example, would produce price 
increases and induce investment in some “bottleneck” industries long 
before the slack of unused capacity had been caught up in others. 
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Then there is that important factor emphasized by the psychological 
theories of business fluctuation—“business confidence.” Upon occasion, 
without rhyme or reason, the business community hysterically con- 
cludes that the future is rosy, and invites the investment of new 
capital, at the same time that the possessors of liquid funds eagerly 
purchase new capital issues. Momentarily, at least, the prosperity that 
the two groups anticipate is produced by their own actions. Contrari- 
wise, if rightly or wrongly “confidence” ebbs, the cessation of invest- 
ment produces the very slump that was feared. Suppose that an exten- 
sive program of “compensatory” expenditure—the 3 billion dollars in 
six months that Professor Kahler recommended—truly terrified a con- 
servatively-minded business and financial community, as well it 
might, in the light of the economic beliefs that many business and 
financial leaders hold. Consumer demand might then force production 
up to capacity in many lines, and still no investment activity, no crea- 
tion of new capital, would ensue. “Compensatory” expenditure, in such 
case, would have the effect of accentuating the “leakage” that it was 
intended to compensate. I can conceive the possibility, in a “bottle- 
neck” industrial order such as we unquestionably have, of a program 
of increasing “compensatory” expenditure producing a more rapidly 
increasing “leakage,” and thereby aggravating recession or delaying 
recovery. Not for a moment do I think that our federal expenditure 
program had this effect from 1933 to 1937, but the effect of “com- 
pensatory” expenditure upon “business confidence” is a factor in the 
economic effects of such expenditure that cannot be ignored. It is 
likely to become a factor of increasing importance as the mounting 
total of federal debt rightly or wrongly strikes terror to the heart of the 
business and financial community. 

Early in his paper Professor Kahler mentioned the Gesell-Dahlberg 
proposal for a currency-and-deposits “anti-hoarding” tax and then dis- 
missed it, in my estimation, rather cavalierly. Study of this proposal 
has convinced me that, with moderate rates, such a tax is administra- 
tively practicable. Assume that a 2 per cent currency-and-deposits tax 
were imposed during a period of low business activity. Some marginal 
part, probably a substantial fraction, of the hoarded savings would be 
driven to seek investment placement. If there were a considerable slack 
of unused capacity in many lines, if corporations were not offering 
“new capital” issues, most of these released “hoards” would not be able 
to find placement in new capital creation. They would be forced to 
bid their way into placement in outstanding titles to preexisting 
capital, thereby forcing up capital prices. Whatever “dishoarded” 
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savings found placement through this medium would create an equal 
amount of “realized capital gains” —whatever values flow into any part 
of the “old capital” market must force out an equal value at some 
other point—which would be taken out of the market and employed 
in consumption expenditure, probably of a luxury type. This con- 
version of hoarded savings into consumption expenditure would, 
besides creating employment and producing profit, take up the slack 
of unused capacity in various lines, and cause the business community 
to take a more favorable view of capital expansion. And thus would 
be produced that element of true investment and capital creation 
which Professor Kahler considers essential to recovery and continued 
high-equilibrium business activity. I regret that Professor Kahler did 
not recognize the currency-and-deposits tax as another “recovery” 
weapon, untried as yet, but not therefore to be condemned out of 
hand. 


WILuiaM J. SHULTZ 
(College of the City of New York) 


IV 


I am glad to say that I find so much in Dr. Kahler’s paper with which 
I agree that I can hope in the brief period allowed me to cover all the 
points with which I do not agree. 

I would like to say first that I think there is a certain ambiguity in 
Dr. Kahler’s use of the concept of a leakage. It seems to me that, in 
so far as he defines it, he means simply a diminution in the rate of 
money expenditure. Such a diminution in the rate of money expendi- 
ture is not something we can take as given; it is something which itself 
requires explanation. Now, this is something we can explain in various 
ways, according to what theory we adhere to. If we happen to cast our 
argument in terms of the Keynesian framework we shall be concerned 
with such things as the propensity to consume, the marginal efficiency 
of capital, liquidity preference, the quantity of money, etc. But in any 
case we cannot take the rate of expenditure, or leakage (which seems 
to be a change in the rate of expenditure), as a given. And I think this 
is relevant to Dr. Kahler’s analysis of what the leakage would have 
been had we had a public spending program in 1929. He assumes that 
leakage was going on at the rate of 10 billion dollars a year, and from 
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this he concludes that we could have had public spending up to 10 
billion dollars a year without any net expansion. I suggest that this 
is an illegitimate conclusion. The diminution of total spending is 
cumulative, and if government spending had begun early enough 
there is no reason to believe that it might not have stopped the 
process altogether; this rate of leakage—1o billion dollars a year— 
might not have developed. It follows that if we regard the rate of 
leakage as a datum we are in danger of coming to rather too pessi- 
mistic conclusions about the possibility of using government spending 
as a weapon for combating depression. 

I would also like to make this small point: it seems to me that 
Dr. Kihler’s paper definitely underestimates the forces which tend to 
check the downswing; and I think this is traceable to his view that 
“simple replacement alone does not mean net capital investments and 
cannot contribute much to increased economic activity.” I don’t see 
any grounds for this argument. Whether it is net investment or simply 
replacement investment makes no difference. And I think Dr. Kahler 
accepts this view in so far as he gives particular weight to disinvest- 
ment on the way down; logically he should give equivalent weight 
to replacement investment on the way up. 

Finally, I would like to consider, very briefly, Dr. Kahler’s practical 
conclusion, namely, that the situation is now ripe for a successful 
venture in pump priming, or as the previous speaker called it, com- 
pensatory spending. I very much doubt the validity of this argument. 
I don’t think we can conclude, because there appears to be a backlog 
of investment demand at the present time, that a new dose of public 
spending which is expected to be temporary—and pump priming or 
compensatory spending implies this—will provide the necessary stimu- 
lus to set the process of investment in motion. I don’t think we can 
expect businessmen to undertake these investments; the risks are too 
large. They will continue to invest only what is absolutely necessary 
to meet the requirements of current output; aside from that, they will 
sit back and pray for 1940 or 1944 when they fondly expect a more 
fundamental solution to our basic problems. I think this is a point 
which the compensatory spenders, the pump primers, frequently 
overlook. 

I don’t want you to conclude from this that I think nothing good 
can come from public spending. Precisely the contrary. But I think 
we must abandon the notion that compensatory spending or pump 
priming is adequate to meet the needs of the situation. What is re- 
quired is an altogether different conception of the problem. The gov- 
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ernment should announce its intention to spend as long and as fast 
as necessary to get the national income up to a satisfactory level, let 
us say 100 billion dollars as an immediate goal. Then it should an- 
nounce its intention to keep it there. If this were done businessmen 
could count on the continuation of the increased demand which 
government spending would bring. In other words, to put it in tech- 
nical jargon, the marginal efficiency of long-term investments as well 
as the marginal efficiency of short-term investments would be raised, 
and then we could reasonably expect this large volume of private 
investment to develop in the manner envisaged by Dr. Kahler. 

Paradoxically enough, a policy of this sort would, in the long run, 
involve less expenditure than a series of compensatory spending pro- 
grams; and the results from the point of view of national wellbeing 
would be infinitely better. 


Paut M. SwWEEZy 
(Harvard University) 


V 


Dr. Kahler has restricted his discussion of the so-called “spending 
policy” of the government during the depression, to its effects on 
business recovery. Even in this restricted field he has concerned him- 
self mainly with the monetary aspects of the subject, that is, with the 
effects of the increased purchasing power created by the government 
on business activity. He has left out of consideration the very impor- 
tant effects of the policy on business psychology, and to that extent 
has opened himself to criticism that his conclusions regarding the 
efficacy of the policy are founded on an incomplete analysis of the 
factors involved. 

Dr. Kahler concludes that the effect of public borrowing and spend- 
ing on business activity has so far been positive in nature, and that 
it is bound to be especially potent and positive in character during 
the next few years. The present circumstances, in Dr. Kahler’s opinion, 
demand, therefore, a continuation of public borrowing and spending, 
although en a somewhat less extensive scale and in a more cautious 
manner. There is, in his judgment, no danger of inflation resulting 
from such a course. I am in complete accord with him on this particu- 
lar point. 








232 SOCIAL RESEARCH 


In advocating continued public borrowing and spending Dr. Kahler 
emphasizes that it is exceedingly important at this time that govern- 
ment should choose its objects of expenditures in a most careful 
manner and exercise a definite preference for expenditures of an 
investment character. This point is, in my judgment, very significant 
and deserves much greater emphasis than even Dr. Kahler has ac- 
corded to it. Too many adherents of the pump-priming theory have 
been inclined to favor all types of public spending on the ground that 
they all presumably increase purchasing power. This is a dangerous 
fallacy and it should be subjected to sharp criticism. 

In accordance with the common practice in our economic literature 
and current political and fiscal discussions generally, Dr. Kahler and 
most of the other participants in this symposium have used the terms 
“public spending” and “deficit financing” in relation to the fiscal 
policies pursued by the federal government during the present depres- 
sion. The use of these terms in relation to these policies is most 
unfortunate. For the term “spending” and especially “increased spend- 
ing” conveys the idea of dissipation of resources and even of waste— 
notions which are especially repugnant to the citizens at a time when 
production is at low ebb. The average citizen uses the word “expendi- 
ture” only in relation to his outlays for current consumption. He 
would never use it to describe his investments. Hence the employment 
of the term “expenditures” in relation to the increased public outlays 
during the depression conveys the fallacious notion that these outlays 
are made for current consumption and deplete the national wealth. 
Yet, a large proportion of the federal outlays are loans to private 
enterprise and to state and municipal governments for capital invest- 
ments, or are direct investments by the federal government itself in 
socially useful, lasting works. To call these outlays “expenditures,” 
without indicating their investment character, is to misrepresent their 
true nature. 

It is very improper to apply the term “deficit financing” to public 
borrowing for investment purposes. For the term “deficit” as used 
in private financing relates to the insufficiency of the current earnings 
of an enterprise to cover its current operating expenditures and fixed 
charges. It pertains to the operating budget of the enterprise and indi- 
cates the existence of an unhealthy financial condition therein. No 
sensible person would use the term “deficit” in application to the 
borrowings by the enterprise for the expansion of its plant or for other 
investment purposes. Yet in our discussions of national finances we 
use the term “deficit” in application to public loans for investment 
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purposes, thereby conveying an impression of the existence of an 
unsound condition in our national finances, where in reality no such 
unsound condition exists. 

This unfortunate confusion is in large part the product of the 
loose and outmoded federal budgetary practice, which fails to dis- 
tinguish between current operating expense, on one hand, and capital 
outlays and investments, on the other. It is well nigh time that this 
defect in our budgetary practice be corrected by setting up a twofold 
system of federal budgeting, similar to the Swedish plan. The adoption 
of such a plan would go far toward correcting the unfavorable psycho- 
logical effects which the present fiscal policies of the federal government 
have on business. 

Most of the business cycle theorists recognize the importance of 
psychological factors as an influence on business activity. Therefore 
they should themselves avoid the use of loose concepts which have 
definitely disturbing psychological effects. 

Government should continue to use its credit in a reasonable way 
for purposes of investment of some of the capital funds of the country 
in socially useful public and private works which increase our national 
wealth. Such investment should be called, by those who do not believe 
in the wisdom of such public investing as well as by those who do, by 
its proper name—namely, “public investing” and not “public spend- 
ing” or “deficit financing.” 

PAUL STUDENSKI 
(New York University) 


VI 


It does not appear fortuitous that the economic and political arena of 
the last ten or fifteen years has been redundant with such words as 
“stability” and “security” nor that the signposts of earlier days, such 
as “advance” and “progress” have been submerged in the echoes of the 
newer phrases. In a period when the capitalist system was expanding, 
when it was young, vigorous, self-confident and self-reliant, the ideas 
of stabilization of prices and of production received an unwilling 
hearing in the court of public opinion. With the advent of big business 
and monopolistic competition, stability of prices, security of markets, 
shelter from competitive chiselers, and cover under the price umbrellas 











234 SOCIAL RESEARCH 


of the great and powerful began to be accepted modes of behavior in 
the business world. 

As the businessman turned from progress to stability and security, 
so did the economist. If economists of an earlier generation considered, 
with Alfred Marshall, that the investigation of “Progress and Its Eco- 
nomic Conditions” was the goal toward which all their activities were 
to be directed, the economists of the present era are making up their 
minds, in the words of D. H. Robertson, that “too much progress is a 
bad thing, that the distribution of the national income should be ad- 
justed accordingly, and a larger proportion of the population trained 
to make cakes and ale and a smaller proportion to wield those picks 
and shovels and to tend those cranks and steam hammers whose willing- 
ness to be so handled is so rhythmic and so temperamental.” 

There seems a practical unanimity of opinion among economists 
that, assuming a progressive expansion of productive forces of the 
economic system, there should become manifest at some time or from 
time to time a tendency of prices to fall. Under such assumptions the 
general price level would be expected to display a secular downtrend. 
Such a trend might be counteracted and even overcompensated by a 
variety of opposing forces and elements in the price system. Rigidity of 
administered prices, both publicly and privately, superiority in bar- 
gaining position on the part of the various agents of the economic 
scene, monopolistic controls and many other features of the present 
economy have to be taken into consideration in order to arrive at a 
realistic picture of the play and interplay of price-determining forces. 
The generous injection of bank credit through the Federal Reserve 
authorities from 1923 on contributed significantly to the stability of 
the behavior of wholesale prices during that period and to an accumu- 
lation of maladjustments throughout the whole economic body, result- 
ing in the collapse of 1929, and it is my contention that the deficit 
spending policies of the go’s incorporate risks in the same direction. 

There are many who would contend that the price-raising or price- 
supporting policies of the first pump priming experiment of the New 
Deal represent only an incidental by-product of deficit financing. It 
should be remembered, however, that the immediate reason for deficit 
spending policies is a decline of prices and capital values calling for a 
compensatory intervention on the part of the government. To support 
the price level and, actually, to raise prices is one of the unavoidable 
concomitants of a deficit spending policy. 

It has been repeatedly said that the recovery which ended in the 
spring of 1937, during which government deficit financing played such 
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an important role, was a recovery led by the consumption goods 
industries. The collapse of 1937-38 is attributed to the fact that the 
production of capital goods lagged behind the rate of production 
prevailing in the consumption goods industries and never, during the 
entire course of the recovery period, attained the production that 
prevailed during the predepression period. 

The index of production of capital goods, computed by the Standard 
Statistics Company, fluctuated from 40 to 60 from 1933 to the early 
part of 1936 (1926 equaling 100), whereas the index of production of 
consumers’ goods published by the same institution ranged between 
80 and 100, and nearer to 100. During the predepression year, however, 
the two indices moved relatively parallel, with some lags and discrep- 
ancies, around the 100 line, moving up together from the middle of 
1928 to the summer of 1929, to a peak level around 115. The boomlet 
of 1936-37, in six months, advanced consumer goods production 17 
points above the high plateau that it had maintained over the previous 
years, to a level of 121, while the index of the capital goods industries 
followed suit only hesitantly to reach a peak of slightly above go. 

Although the relationship between the operating rates of the capital 
and consumer goods industries was not restored during the entire 
1933-37 recovery period, the relationship between finished goods and 
raw material prices that prevailed during the period of stable prices 
of the 20’s was reestablished by the fall of 1936. In 1927 the monthly 
average of finished goods prices of the Bureau of Labor Statistics was 
4 to 5 points below its 1926 level, and that of raw material prices 3% 
to 4 points below its 1926 level. During the depression the margin 
between finished products and raw materials widened; by the fall of 
1936 the predepression relationship was restored—a relationship that 
concealed, as I have already mentioned, the maladjustments of that 
period. Therefore, if the relationship of finished goods and raw mate- 
rial prices in 1929, with capital and consumers’ goods industries op- 
erating in balance, nevertheless represented an unstable equilibrium, 
then the reestablishment of the relative level of finished goods to raw 
material prices in 1936, with the capital goods industries out of balance 
with the consumer goods industries, indicated an even more unstable 
situation. 

In order to appraise deficit financing and its relationship to the price 
mechanism it is necessary to define more precisely the particular nature 
of the deficit financing that we have in mind. As Dr. Kahler has ex- 
plained, different results are to be expected from public spending under 
different conditions. There seems, however, to have been a subtle 
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change, after the collapse of 1937, in pump priming philosophy. The 
original philosophy prescribed the injection of sufficient purchasing 
power into the system to supply the ignition spark, the injection to be 
postponed—either by force of theoretical reasoning or by force of the 
historical circumstances in which that reasoning arose—until the defla- 
tionary process, and with it the adjustment of the accumulated dis- 
proportionalities of the preceding boom, had been accomplished. The 
deficit financing school at present seems to call for the spending of 
public funds as soon as possible after the downturn begins. Indeed, 
Dr. Kahler invites us to consider the turning on of the government 
spigot immediately after the 1929 crash as a theoretical possibility. In 
addition, the school desires to keep deficit financing in high gear up to 
the point where the majority of the productive resources have been 
forced back into employment and the business community has thereby 
been driven into an expansion of investment commitments. 

Although the price mechanism in our present economy suffers from 
serious imperfections it still represents the steering wheel that deter- 
mines the path of productive forces and the governor that regulates 
the speed at which the economy travels to achieve a new level of 
productivity. It is true that we have not a flexible price system and 
that wide price areas are frozen, but the survival of democratic institu- 
tions is clearly and distinctly tied up with the functioning of this 
price mechanism, imperfect as it is. Further, the better utilization of 
our resources, the emergence from the present period of under- 
utilization and faulty allocation of productive capacities, depends on 
an improvement in the functioning of this very price mechanism. 
Granting that this contention is correct, that in a properly functioning 
economic system increases in productivity over a period of time are 
necessarily translated into lower prices in the affected areas, then the 
price mechanism is called upon to transmit productive power from 
one department of the economy to the other. In other words, the proper 
functioning of the price mechanism decides whether the productive 
power released by the increase in productivity shall be utilized at other 
points of the system. 

In a dictatorial regime such a function of prices is formal or super- 
fluous, because the dictatorial control allocates resources. In such a 
regime prices at best would have a function of registration, and not of 
direction. If deficit financing, pump priming and public spending 
operate to aggravate the imperfections—however much such policies, in 
the short run, may contribute to the lifting of purchasing power, na- 
tional income and production and to the subsequent elimination of 
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social and political friction—the result in the long run will be that the 
institution of this strategy to prevent it from happening here will con- 
tribute to the accentuation of such trends. 

JULIAN GUMPERZ 
(International Institute of Social Research) 


Vil 


Dr. Feiler has maintained: first, that the aggravation of the cyclical 
business fluctuations in the postwar period has been caused by the 
fact that prices of raw materials and wages of industrial workers have 
been kept on an artificially heightened level, both in the prosperity 
periods and in the depression periods; second, that the responsibility 
in all instances has been with monopolistic positions. The practical 
consequences which Dr. Feiler has drawn are that no business cycle 
policy can be effective unless it is able to induce labor and capital 
goods industries to moderate their price policies. 

I will examine only the indictment of labor. An historical exami- 
nation shows that Dr. Feiler’s wage theory does not apply to the 
postwar period at all, as late as 1933. In this entire period the general 
wage level cannot to any appreciable degree have been determined by 
labor unions, for the simple reason that unions were extremely weak 
and were an effective market factor in only a few industries, mainly 
in the consumers’ goods sphere. The only sector of capital goods 
industry where there were strong unions was the building industry. 
The organization of the building workers alone, however, is certainly 
too narrow a basis for a theory which in large part traces the severity 
of the depression of the early thirties to the monopolistic power of 
labor organizations. 

To be sure, the situation has changed in the last five years. His- 
torical scrutiny will reveal, however, the action of an incidental factor. 
This period has witnessed a sudden transformation from unorganized 
into organized markets in a very broad sector of industry. A second 
remarkable fact is that the wave of organization has affected in the 
first place the raw material industries and durable capital and con- 
sumers’ goods. 

The explosive development of unionism was bound to leave a deep 
imprint on the price structure. Fast organization of labor in an indus- 
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try makes for a sudden jump in wages, which is partly forced upon 
manufacturers by the new organizations in order to show their droit 
d’étre, partly granted voluntarily by manufacturers in still unorganized 
sections in order to forestall organization. Here we doubtless have an 
element of economic friction. Any sudden change of magnitudes in 
large sections of the economic system is a source of disturbance, espe- 
cially if it occurs in the capital goods sector, in view of this sector’s 
key position within the business cycle. But if rapid wage increases of 
an artificial nature were really a contributory factor in the recession 
of 1937-38, the disturbing effect is to be attributed to an incidental 
change in the sociological structure of industry, not to the supposed 
monopolistic position of labor in general, as Dr. Feiler’s theory 
suggests. 

A discussion of Dr. Feiler’s theory itself may start with an examina- 
tion of the concept of monopoly. It is customary to include organiza- 
tions of labor in the general definition of economic monopolies, with- 
out any qualifying restriction. There is, however, so fundamental a 
difference between labor and entrepreneurial organizations that it 
seems to me not permissible to apply the general theory of monopoly 
to labor without any restrictions. A monopolistic entrepreneur may 
arrive at the maximum profit by skyrocketing prices and restricting 
supply. A labor organization cannot apply the same formula, as it 
cannot afford to pursue a wage policy that would result in the maxi- 
mum product of wage-rate times quantity of labor. Such a policy 
would lead to a substantial reduction of employment; and every 
dismissed worker is a heavy liability for the union, both financially 
and morally, and a threat to the wage standard of the remaining 
workers. 

Consequently a union, if under wise and responsible leadership, is 
not interested in abusing its supposed monopolistic power since it 
would do harm to its own members. To be sure, men are not always 
wise and do not always act responsibly. Abuse of bottleneck positions 
of labor organizations may occasionally occur. I maintain, however, 
that a theory which is based on such occurrences does not reflect the 
typical behavior of unions. 

The normal way of determining wages is actually not the monopo- 
listic dictate by unions, but a bargain between manufacturers and 
unions, the main purpose of which is to find out how far the unions 
can go in their demands without jeopardizing the jobs of their 
members. Although, according to Dr. Feiler’s wage theory, both wage 
increases in prosperity periods and resistance to wage cuts in depres- 
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sion periods are an evil, I assume that he has qualified his verdict 
against wage increases in prosperity periods. Wage increases are the 
normal way by which a rise in national income, caused by increased 
productivity of labor, is transmitted to a broad sector of the popula- 
tion. Dr. Feiler, however, holds desirable only the automatic participa- 
tion of labor in increments in the national income by means of a fall 
in the price level. But given the cyclical movement of our economic 
system—and Dr. Feiler will hardly maintain that it could be eliminated 
even if there were no monopolies at all—prices cannot decrease in 
prosperity periods, however great the increase in productivity may be. 
Hence the indictment against wage increases in prosperity periods is 
unjustified as long as it has not been proved that wage ‘increases 
tend to exceed the increments in national income that are due to 
increased productivity. 

As to the depression period, a statistical remark may precede the 
theoretical reasoning. In most calculations which intend to show that 
there is a rising trend of wages in depression periods, there is a com- 
mon source of error. Such calculations usually fail to account for 
changes in the composition of the labor force which have been caused 
by the depression. If in the depression a manufacturer dismisses the 
least efficient workers, the statistical wage level of the remaining work- 
ers rises, ceteris paribus, whereas actually no wage has been increased. 
Similarly, the statistical wage level in such periods may be maintained 
while actually wages have declined. 

As far as the question of the desirability of wage cuts in the depres- 
sion period is concerned, one aspect of the problem is worth being 
emphasized. The worker’s demand for industrial goods is generally 
extremely elastic. Since the elasticity of the worker’s demand for food 
and rent is practically zero—especially in the short run—any decline 
in his real earnings is bound to cause a cut in his demand for indus- 
trial goods out of all proportion to the percentage of the decline in 
earnings. Now, depression means in any event a decrease in the 
worker's real earnings, since the number of working hours will decline 
considerably. If a decrease in real hourly wages is added, the effect on 
the demand for industrial goods will be multiplied. We have a further 
reason to use a high multiplier if we take into account the groups 
whose earnings are closely connected with those of the workers; this 
applies to a great part of the service industries. 

The time at my disposal is too short to deal with the question of 
whether a policy of spiraling down wages and prices in the depres- 
sion, which is implied in Dr. Feiler’s paper, is the best way out of the 
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depression. I maintain only that resistance of labor to reductions of 
real wages prevents a breakdown of consumers’ goods industries, and 
is consequently not an aggravating, but a stabilizing, factor. 

ALFRED BRAUNTHAL 
(United Hatters and Millinery Workers Union) 


Vill 


I wonder whether the differences of opinion between Dr. Braunthal 
and myself are really as deep as they seem to be. He recognizes the 
bottlenecks, even the possible abuses of bottleneck positions by labor 
organizations. And he goes on to admit that sudden jumps in wages 
are doubtless an element of economic friction, a source of disturbance. 
Isn’t exactly this the main point in everything I said about wages? Only 
we must not be too easily satisfied by having invented a new word 
which, while very useful for a more sophisticated theoretical under- 
standing, is in practice very easily misused to minimize the problem. 
Actually, the ten million unemployed are not made a bit happier by 
our calling them “bottlenecks.” The task is to transform them from 
bottlenecks into employed. 

On the whole, I have by no means been advocating wage diminu- 
tions as an end in themselves. On the contrary, I wish to have the 
workers—not the workers alone but all underprivileged groups of 
society — participate to the largest extent that is economically feasible 
in the increased productivity of production. That is why I emphasize 
the importance of price reductions as the best means for increasing 
the purchasing power of the masses, and why I declare that high 
prices, which also mean diminution of employment, should not be 
necessitated by a monopolistic maintenance of wages which unfortu- 
nately are not only purchasing power but also costs. Dr. Braunthal is 
shocked by my using the concept of monopoly with regard to labor. 
I think he is wrong theoretically. But he will certainly admit the 
broader connotation of power, generally acknowledged in all discus- 
sions of this problem since B6hm-Bawerk’s famous essay on “Power 
and Economic Law.” In fact I could draw, point by point, a very 
nice parallel between his description of wage fixing by trade unions 
and the actual method of price fixing by a monopolistic entrepreneur, 
who also, in the words of Walras, finds his most suitable price “par 
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tatonnement.” Or I could compare his certainly correct assertion that 
there is no monopolistic position of labor in general, especially in the 
present backward stage of American trade unionism, with the co- 
existence of flexible and inflexible prices of commodities which even 
aggravates the monopoly problem. I may mention only one decisive 
point: the monopolistic entrepreneur is as much concerned about 
that part of his plants which is made idle by his price policy as trade 
unions are concerned, in the description of Dr. Braunthal, about their 
members who are made idle by their wage policy. But this is only 
one part of the story, and not the really important one. Infinitely more 
important than these particular plants and workers are the other 
plants and the other workers throughout the economy who are con- 
demned to unemployment by the price policy which I discussed (of 
which wage policy is only one part). It is these non-member workers 
with whom I am concerned. 

One concluding remark on what Professor Haberler said about the 
so-called efficiency of the totalitarian systems. Whether or not they 
are really efficient in the purely economic sense of the word, I cannot 
discuss at this late hour. But one thing I must say, and that is that it is 
not a purely economic problem at all and that, consequently, the 
economist necessarily misses the central point even by raising the 
question in such purely economic terms. Actually, it is a supra- 
economic problem, because for that supposed efficiency not only mate- 
rial costs are to be paid but also an incalculable supra-economic price. 
This price is the destruction of freedom. And this is too high a price 
for anything. 

ARTHUR FEILER 
(The Graduate Faculty) 


IX 


My paper has drawn fire but it is the criticism of friends of spending, 
not of foes. I am grateful to Dr. Studenski for stressing the point that 
public spending is not identical with deficit spending, which entails 
no corresponding increase in public capital. I avoided the term 
“deficit spending” in my paper but the terms “public spending” and 
“compensatory spending” are also misleading. One should perhaps 
use as a general term “compensatory devices,” and then distinguish 
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between public investments and more or less direct relief payments. 
I hope I have made clear my preference for carefully considered public 
investments. 

I am sorry to have given Dr. Shultz the impression of dismissing 
lightly Silvio Gesell’s plan of taxed money, which Arthur Dahlberg, 
in his Capital on Strike, has presented in a more modern form. Still, 
I think that business stabilization requires an attack on a broader 
front than is offered by regulation of the velocity of money. What, 
for instance, would a 2 per cent tax on deposits mean in a year when 
prices decline 10 per cent or more? The tax, of course, could be 
increased, but then dislocations and political resistance would also 
increase. Dr. Shultz suggested the money tax only as one of several 
measures of recovery policy. That changes the situation considerably 
and makes the scheme more possible. 

Dr. Sweezy feels that I am too pessimistic when I say that “simple 
replacements” cannot contribute much to increased economic activity. 
That is probably only a terminological misunderstanding. Simple 
replacements, that is, replacements at the prevailing rate of deprecia- 
tion, cannot increase economic activity at all. Replacements beyond 
current depreciation are net capital investments and thus contribute 
to the expansion of business. 

Dr. Sweezy further finds my concept of leakage ambiguous because 
it does not explain on what the rate of leakage depends. Leakage is a 
monetary concept and should be sufficiently defined as a change in the 
rate of expenditures or in the circulating volume of purchasing power. 
It is true that this definition does not account for the circumstances 
which lead to such a change. I mentioned in my paper uninvested 
savings and disinvestments in inventories and fixed capital; foreign 
trade may become another source of leakage. But the sources are not 
necessary to the definition. The rate of leakage, of course, is not an 
independent variable. I purposely avoided the question whether and 
why a depression was due in 1929, and indicated only that continuous 
prosperity would have demanded continuous net capital investment 
of about 10 to 12 billion dollars a year. I avoided the question, first, 
because it is not essential to our present-day problem, second, because 
it is the source of so much disagreement in business cycle theory, and 
third, because I believe that many of the ideas which make up our 
concept of the business cycle are out of date. 

The factors on which the rate of leakage depends during a period 
of depressed economic activity were, however, fundamental in my 
paper. Dr. Shultz has summarized my arguments. Investments, and 








—~—~ ~~ > ma -Fr = 


sa 
nc 
If 
bi 
be 


qt 


ex 


(T. 





\¥ » 


—— 


— 








DISCUSSIONS 243 


this is my main thesis, depend on the volume of business and on the 
conditions of the stock of capital. I hesitate to accept too readily 
the psychological and the “1940” approach. As long as there is plenty 
of unused capacity business cannot be talked into large-scale invest- 
ments, and could not even if all businessmen were ardent New Dealers. 
The interest rate and the marginal efficiency of capital cannot explain 
much of our present situation. 

There is, of course, no strict mathematical correlation between the 
volume of business and total investments. Replacements will be larger 
on the upward side of a trough than on the downward side, and will 
grow with the length of the depression. Business expectations play a 
role also, and I certainly do not recommend a spending program 
limited from the outset to six months. On the contrary, I think we 
ought to assume that public spending will not control private invest- 
ments before a 70 billion dollar income level has been reached, pre- 
supposing present capital and price conditions. That certain “bottle- 
neck” industries will be forced to expand before other industries is 
certainly desirable, and I expressed my hope that housing would 
recover early. But I am not overoptimistic with respect to private 
investments, and that is why I say we should not expect them at a low 
income level. There is no reason, however, to believe that they are not 
obtainable, if we spend consistently. 

A progressive permanent public investment program might seem 
safer than reliance on private investment prosperity. But we ought 
not to forget that the whole recovery policy is a highly political issue. 
If we could mobilize the political energy to realize Dr. Sweezy’s 100 
billion dollar program through public investments, we certainly would 
be able also to regulate private investments directly. That, after all, 
would be the straightest way. But business stabilization policy is a 
question not of the best scheme, but of political mobility, energy and 
expediency. At present we could be glad if concentration on com- 
pensatory investments produced two, three or four years of prosperity. 
Future problems we could then perhaps meet with different measures. 

ALFRED KAHLER 


(The Graduate Faculty) 








Part Three 


Achieving Economic Security Within 
the Framework of Democratic 
Institutions 


CONSTITUTIONAL AND ADMINIS- 
TRATIVE READJUSTMENTS 


BY ERICH HULA 


I 


I: WOULD be more than useless, it would be ridiculous, to quar- 
rel with the stubborn facts and deny that the totalitarian dictator- 
ships have more or less succeeded—-so far, at least—in doing away 
with unemployment. But does this fact mean that there is also 
economic security in these countries? No doubt a great many peo- 
ple, inside and outside the totalitarian states, have been impressed 
—not a few among them even to the point of being converted to 
dictatorship—by the economic achievements of the totalitarian 
governments. It would be strange, indeed, if this were not true. 
But it does not follow that in the objective sense of the word eco- 
nomic security has been established in the dictatorships. Economic 
security depends ultimately upon the political and legal system. 
The dynamic character of the totalitarian regimes and the fact that 
they are based not on the idea of justice and law but on the idea of 
force, are the very negation of security. 

If it is true that, because of the lack of political and legal se- 
curity, there is in the totalitarian state no economic security worthy 
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of the name, then dictatorship offers no real alternative. But can 
economic security, as far as it is feasible at all, be achieved in the 
democratic state? As long as the automatism of the economic system 
works, such a problem does not exist. It arises only when the gov- 
ernment has to intervene in order to keep the system going. Is it 
true that the very nature of constitutional democracy, which 
means limitation of governmental power, excludes such a policy, 
or at least piles up on its path such obstacles that it is deprived of 
all the chances of success it might otherwise have? 

We have heard what the economists propose. They promise us 
economic stability provided that the government can become its 
guardian. When they bring home to us the importance of govern- 
ment investments, when they show us that the government must 
to a certain extent control price and wage policy, they do not pro- 
pose entirely new measures of economic and social policy, never 
yet tried in democracy. The new request of the economists is that 
all these measures should be integrated into a long-range program 
which is at the same time flexible enough to meet the changing 
requirements of the business situation. 

The constitutional and administrative consequences to be drawn 
from such an economic program are also far from revolutionary. 
As a matter of fact, they are an old concern of those who hope to 
keep the governmental machinery in pace with the economic and 
social development of our time. They are the less revolutionary 
since the great flexibility of the supposedly rigid American consti- 
tution allows a constant readjustment of governmental machinery 
within the constitutional framework designed one hundred and 
fifty years ago. 

The specific problem that American democracy is facing today 
is how it can meet all the constitutional and administrative re- 
quirements of contemporary economic and social policy—such 
requirements as the stability and efficiency of the government, 
presidential leadership, cooperation and coordination of the gov- 
ernmental branches and agencies and activities, cooperation of gov- 
ernment and industry, and cooperation of the industrial groups 
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among themselves—without giving up the fundamental principles 
of constitutional democracy. 

One of these fundamental principles is that there are civil rights 
to be respected even by the legislator. Discussion of this problem 
centers around the power of the Supreme Court to pass upon the 
constitutional validity of statutes. The issue has again been brought 
to the fore in the last few years by certain decisions reversing acts 
of the New Deal and by the Court bill. It is psychologically under- 
standable that in public discussion the Court’s negative decisions 
overshadow those in which it has upheld statutes, but the most 
notable fact about the New Deal cases is that so many sweeping 
measures have been confirmed by the Supreme Court and by its 
great authority integrated into the political, economic and social 
system of the country. And this far-reaching change has been ac- 
complished without tampering with the idea of civil rights. This 
idea is worth the price which has had to be paid for it by shelving 
certain reform plans. 

The idea has remained unshaken though the positive content of 
the rights themselves has been somewhat altered and adjusted to 
the requirements of the new situation. That this could be done at 
all is due only to the vagueness and generality of the constitu- 
tional clauses, so much complained of. That is what makes it possi- 
ble for both Congress and the Supreme Court, when conditions 
change, to arrive at a new compromise between the rights of the 
individual and the requirements of general welfare without 
jeopardizing either. 

The same considerations apply to the position of the Supreme 
Court concerning the relations between federal government and 
state government. Without refusing an interpretation of the con- 
stitution which makes it possible to enlarge the federal compe- 
tences, the Court thoughtfully guards the fundamental rights of 
the states as members of the Union. 

If we once fully realize that, within limits made very broad by 
the generality of the constitutional clauses, the Court has a true 
freedom of decision, then we can no longer fear that the con- 
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stitution, in the last resort interpreted by the Supreme Court, will 
ever prove to be too rigid. For the influence of public opinion is 
felt also by judges. To be sure, it cannot then be denied that the 
Supreme Court constitutes a sort of third chamber which, though 
its powers are only negative, must and does act as a check on the 
popular chambers. 


II 


The right of the Supreme Court and of the courts in general to 
check governmental actions begins only where the legal powers of 
Congress and the Administration end, and is intended only to 
prevent illegal actions. But the effects of this system of checks and 
balances, as far as the relations between the legislative and execu- 
tive departments are concerned, may amount to preventing action 
altogether. No doubt, as long as one can afford to live by the 
maxim, “The less government, the better,” such a system works 
satisfactorily, even—and particularly—if it prevents strong gov- 
ernmental action. But the picture changes when the intervention 
of the state is called for by the circumstances, for in most cases the 
success of the intervention depends upon the quickness with which 
executive and legislature respond to the requirements of the eco- 
nomic situation. Such a task can be mastered only by the close 
cooperation of both governmental branches, the initiative and the 
lead being with the executive. 

It is another proof of the flexibility of the American constitu- 
tion that when the need for action has become urgent the co- 
operation of the legislative and executive departments under the 
leadership of the latter has so far always been achieved, without 
amending the constitution. As a matter of fact, in the light of the 
last few years it might seem a waste of time to discuss this question 
at all. But it must not be forgotten that during and after 1933, as 
in earlier cases in American history, the coordination of the two 
branches of government was effected only by the powerful per- 
sonality of the President and by the overwhelming pressure of the 
circumstances, felt by everyone. 
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What in the United States is still a matter of exceptional lead- 
ership has become in England the normal constitutional practice. 
As the British governmental machine works today, it is very un- 
likely that the Prime Minister and the House of Commons will 
ever be at loggerheads with each other. Mr. Brown, M.P., is re- 
ferred to in the House of Commons as the Honorable Gentleman 
of, let us say, Middlesex. But this is about all that his representa- 
tion of that constituency amounts to. Mr. Brown has carried the 
election not because he promised to care better than Mr. Smith 
would for personal, local or other special interests, but because he 
promised to support Mr. Chamberlain as Prime Minister, whereas 
Mr. Smith would oppose him. Mr. Brown therefore feels and is 
bound by a mandate of the people to back Mr. Chamberlain as 
Prime Minister. And the parliamentary whip who asserts party 
discipline against occasional turns of independence enforces the 
decision of the electorate. Mr. Brown will be the less inclined to 
revolt against the duty of loyalty to the Prime Minister, imposed 
upon him by the voters, as by doing so he would risk being imme- 
diately confronted with them, in case the House of Commons were 
dissolved after a vote of no-confidence. 

But this does not mean, of course, that the Prime Minister is 
free to put forward, and that he is able to push through Parlia- 
ment, any measure he likes. According to a conventional rule, 
which is generally recognized, he cannot except in an emergency 
situation embark upon a fundamentally new course of policy with- 
out having first appealed to the nation. Nor can he neglect public 
opinion in minor matters, for if Mr. Brown feels backed by public 
opinion he may dare to offer resistance to Mr. Chamberlain, and 
may succeed. 

Indeed, fundamental changes have been wrought in England 
since the time when the House of Commons could rightly be 
called the sun around which the constitutional system revolves. In 
the original sense of the word, a parliamentary system no longer 
exists in England. Parliament has remained a powerful and effec- 
tive controlling body, but the principal roles in the political game 
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are played today by the Prime Minister and the electorate. The 
decline of parliamentary government all over the world seems to 
indicate a general tendency to get away from the classical idea of 
representative government and to establish direct relationships be- 
tween the government and the people. This does not mean the end 
of democracy if the existence of the executive remains dependent 
upon popular support and if the fundamental civil and political 
rights are not touched upon. 

Efficiency of constitutional machinery such as that achieved in 
England could be had in the United States only if here too co- 
operation between the legislative and the executive departments 
were imposed upon both by the people. But such a popular man- 
date presupposes that the Congressional elections center around 
questions of national policy and national leadership, that both 
voters and candidates are, so to speak, government-minded. Elec- 
tions of such a character would not prevent the people from de- 
claring also their disagreement with the policy of the President. 
But in this case, too, bound to arise only in the off-years, the 
result of the election would be a national decision on a clear-cut 
question upon which a new effort toward cooperation between 
President and Congress could then be founded. Only so long as a 
candidate’s willingness and ability to look after the particular in- 
terests of his constituents play a decisive part in his nomination 
and election can the political meaning of the election be open to 
contradictory interpretations, with their detrimental effects upon 
the relations between President and Congress. 

In this question, too, a conservative constitutional policy seems 
to be justified. For it cannot fail to happen that the increasingly 
important role played in national life by the federal government, 
and particularly by the President, will influence the character of 
elections in the same direction as the increasing power of the ex- 
ecutive has in other countries, and will convert them into indis- 
putable decisions of the nation on the policy of the President. It 
would not be surprising, however, if the coordination of President 
and Congress should not go so far as that of the Cabinet and the 
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House of Commons. The coordination of policy has limits, the 
limits to which the diversities of individuals and groups can be 
integrated without replacing cooperation by force. In a country 
stretching over a whole continent these limits will be reached 
earlier. 

This fact explains why the American President cannot be sure 
of being backed in Congress even by his own party members. The 
problem of President and Congress is often the problem of the 
President and his party. Here again it may be assumed with some 
right that party discipline could be the more easily enforced the 
more plebiscitary the character of Congressional elections. At all 
events, it would be dangerous to introduce proportional represen- 
tation in the hope that by strengthening party ties the party could 
be made a more effective instrument of government. Proportional 
representation would only further the tendency to push particular 
interests—and not necessarily local ones any longer—into the 
forefront of electoral considerations, instead of concentrating the 
public upon questions of national concern. 

If stability of the government and continuity of its policy are 
necessary in a state which is one of the most important driving 
forces in the economic system, the question may arise whether the 
alternating of political parties may be continued. The question 
itself means a denial of democracy. Where there is no equality of 
political chances for all parties, with each ready to give equal 
chances to the others, there is no democracy. But in truth such a 
problem does not exist. Democracy, regardless of whether and how 
far it interferes with business, presupposes political parties which 
have a common basis, even though they differ on questions which 
are not of fundamental importance in the life of the nation; it 
presupposes parties which agree to disagree. Whenever a nation 
arrives at a turning point in its history this agreement on the 
fundamental questions has to be again tried out. If the nation 
does not take the risk, democracy ends. If it does take the risk, 
democracy may afterwards be more securely entrenched than ever 
before. 
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The success of governmental interference in economic and social 
matters depends largely on how the machinery of administration is 
organized and how it works. As a matter of fact, a well organized 
administrative machine will be able, at least to a certain extent, to 
make up for shortcomings in the political system. For it will insure 
a certain continuity and consistency of policy, even when stability 
is lacking in the political sphere. 

Among the momentous problems of administrative reform that 
are still to be solved the task of coordinating the governmental 
agencies is comparatively the easiest, for it is merely a matter of 
administrative efficiency. But administrative efficiency cannot be 
the only concern in a constitutional democracy. The essential re- 
quirement is that all governmental activities be kept within the 
limits set up by the constitution. It is a secondary question to find 
the particular way in which new types of administrative agencies, 
like the commissions and boards, shall be made to respond to the 
postulate of constitutionality, whether by subjecting their fact- 
finding to judicial review or by improving their procedure. 


III 


The task of caring for economic stability requires more than the 
harmonizing of governmental agencies and activities. No less in- 
dispensable a requirement is the close cooperation of government 
and industry, and the cooperation of the several economic and 
social groups with one another. 

The totalitarian state boasts of having succeeded in integrating 
the economic activities of the nation. If it has, it has achieved it by 
regimentation. Regimentation means commanding and obeying, 
but not cooperating. In the totalitarian state not even the dealing 
of one group with another can be considered to be cooperation in 
the true sense of the word. Cooperation would presuppose that 
both groups meet on free ground, each enjoying the rights of self- 
administration. Actually they are only organs of the state, admin- 
istered by state or party officials—practically the same in the to- 
talitarian state. Even less can their relation to the government be 
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regarded as cooperation. The syndicates, corporations, estates or 
whatever else their name may be, are nothing but the organiza- 
tional means that the government uses to bring business, labor and 
agriculture into line. It is highly revealing for the character of the 
so-called corporative state that its construction usually stops when 
the administrative set-up has been accomplished. The promise to 
crown the structure of the corporative state with some kind of 
economic parliament, based on functional representation, is seldom 
fulfilled. 

_ It is more difficult to found economic and social policy on con- 
sent than on force. Still, it is the only way open to and worthy of 
democracy. By what institutional means can the cooperation of 
government and industry, and the cooperation of the organized 
groups with one another, be best achieved? And is it necessary to 
provide for special devices to initiate and further such cooperation? 

It would seem that there is a need for such institutional devices, 
if one may judge from the fact that proposals of this kind have 
been put forward again and again, although it must be added that 
compared with Europe the trend toward some kind of functional 
representation is not yet very strong in the United States. The 
reasons are not difficult to explain. Institutional devices for co- 
operation between government and industry suggest themselves 
only when the government’s interference with business is on all 
sides looked upon as a matter of course. The United States is still 
in the balance between the belief that the year 1933 means a 
turning point in the history of the country, and the other belief 
that a return to “normality” is still possible. ‘Thus business at least 
cannot be expected to be particularly eager to recognize and sanc- 
tion as permanent a supposedly episodic phase of economic and 
social policy. Still, only recently a proposal to set up a group 
council of agriculture, labor and industry, to work with the gov- 
ernment for economic reconstruction, found the approval of a 
highly representative spokesman of big business. 

It is out of the question, and not only for constitutional reasons, 
for such a council to have more than merely advisory functions. 
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The decisions on economic and social questions relate to the na- 
tion as a whole, and are therefore political decisions which have 
to be taken by the political agencies. Since the President is actu- 
ally, though not legally, the driving force in the legislative process 
and is usually in charge of the administration of the laws, it would 
be desirable to attach the National Council—under whatever title 
it might be known—to the presidential office. The size of the 
council ought to be kept no larger than necessary in order to make 
it representative of the important economic and social groups. The 
appointment of the members would have to be given to the Presi- 
dent. Similar councils might be attached to the respective depart- 
ments, in so far as this has not yet been done. It would be well to 
utilize the experience that has been had with the Business Advi- 
sory Council under the sponsorship of the Secretary of Commerce, 
particularly as to the question whether a strictly private body 
proves adequate. 

Such a construction would certainly facilitate the exchange of 
opinions between government and industry, but it is doubtful 
whether it would achieve much in integrating economic activities. 
As the history of the NRA bears out, business is not yet thoroughly 
enough organized in all its branches that the members of such a 
council could be expected to have the necessary authority for as- 
serting themselves successfully in all cases. But the cooperation of 
business and labor in such councils might very well further their 
cooperation also on the lower levels of organizational life, with 
all its wholesome consequences for the promotion of industrial 
peace. 

It is here that democracy faces what is perhaps its most delicate 
problem, the problem of the means by which industrial peace can 
be secured without resort to the methods followed by the fascist 


state. 

The first condition of securing a lasting improvement in the 
relations between employers and employees is that both sides be 
adequately organized. Only if this condition is fulfilled will col- 
lective agreements regulating working conditions serve also the 
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purpose of insuring greater stability in economic life. Only if such 
organizations exist on both sides may collective agreements be ef- 
fectively carried out. This condition is not yet fulfilled on either 
side. It scarcely need be stressed that as long as trade unions fight 
each other on jurisdictional or other questions the workers are not 
adequately organized. In this respect the labor situation in the 
United States is unique; in other countries competing trade unions 
exist only where the workers are split by ideological and political 
considerations. Even there a certain cooperation, at least in all 
matters concerning social policy, seems to be the rule; nor is col- 
lective bargaining too greatly prejudiced by this state of affairs, it 
being understood and also practiced in those countries that the 
several trade unions contract separately. The only way open to 
American labor seems to be either to return to the principle of 
proportional representation, as formerly followed, or to return to 
a form of unitary organization. 

It is no less urgent and important to make provisions for a 
genuinely voluntary prevention and settlement of industrial dis- 
putes, perhaps along the lines of the Railway Labor Act. To go 
farther and prohibit strikes altogether and provide for compulsory 
arbitration would mean to depart from the principle of coopera- 
tion on the basis of consent rather than under the command of the 
state. But the parties to such disputes, be they large or small ones, 
will have to weigh their responsibility with great care, in order not 
to do harm to the cause of democracy. 

Democracy means freedom, but freedom does not relieve the in- 
dividual of responsibility. On the contrary, history proves that 
democracy is lost when it lacks the necessary self-discipline. This 
fundamental requirement of any policy in any democratic state we 
must always bear in mind when we discuss institutional questions. 
The best institutions are worthless if the right spirit is lacking. 
Ultimately it is only the love of freedom and the sense of responsi- 
bility which keep the democratic machinery running smoothly. 


(The Graduate Faculty) 
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THE RIGHT TO WORK 


BY MAX ASCOLI 


I 


Ox FEBRUARY 25, 1848, the members of the revolutionary gov- 
ernment established in France after Louis Philippe’s forced abdi- 
cation were sitting in a meeting, wearily trying to give shape to the 
new regime. Crowds had been storming the streets since morning; 
the ministers could see and hear them coming near, Louis Blanc, 
who was present, tells us the story. A mob entered the Hétel de 
Ville; the ministers heard it surging up the stairs, running to the 
room where they were sitting. A pale, grim-looking workman 
burst into their presence, violently struck the butt of his rifle on 
the floor and shouted, “Droit au travail.” 

A new popular right was then forcibly announced by a revolu- 
tionary crowd. The first attempt to make workable the exercise of 
that right ended a few months later in the tragi-comic fiasco of the 
Ateliers Nationaux. Indeed, the several thousand men employed 
on those public works projects were extravagant enough to de- 
mand a ten-hour day and the determination of minimum wages. 
It was, the enemies of the new experiment protested in their own 
language, plain “boon-doggling.”” The Ateliers Nationaux were 
quickly disbanded. The soldiers of Cavaignac quelled the mu- 
tinous workers. A few months afterward Louis Napoleon went to 
power. 

Since those days the right to work has been establishing itself 
as one of those essential rights which cannot be too long repressed 
or violated, without leading to an upheaval. “We want work and 
not a dole”: this has become the rallying cry of millions of men 
and women forced to unemployment by the cyclical fluctuations of 
business. This enormous wasted power of labor gone idie corrodes 
the foundation on which our society rests. When we see men walk- 
ing aimlessly in the streets, and when we read that the number of 
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unemployed in this country is well beyond ten millions, our ideas 
about the necessary character of business cycles or about the 
promises democracy offers to its citizens are subjected to a hard 
test. What can political freedom mean to men whose interests have 
been so narrowed that there is no longer any focus for their en- 
ergies? Political freedom has importance when it gives protection 
and independence to the work of men. It cannot but appear some- 
what irrelevant to men who have no work to do. 

The right to work is but one of a series of new rights which are 
steadily making their way all over the world: rights to health and 
old-age protection, to paid vacations and to collective bargaining, 
to an easy and cheap enjoyment of leisure—and many more. All 
of them may be summarized under the common heading of eco- 
nomic rights and retraced basically to one: the right to security 
attained through a steady job, a pension or insurance. This right 
to security is usually not deduced from any principle of natural 
law, nor is it advocated sub specie aeternitatis as inalienable, given 
to men as they are born. It proceeds from two sources: one is the 
desire to cash political rights into something concrete and of im- 
mediate use; the other is a gigantic universalization of an actuarial 
mirage, the dream that men can reduce to a minimum the hazards 
of life by sharing them evenly among themselves. It is the social- 
ization not of the means of production but of the uncertain 
future. 

In the course of the last ninety years these rights have been 
steadily advancing in every country while at the same time the 
claim to them has been gradually losing its left-wing political 
character. They are not shouted now by insurgent workers with 
rifles in their hands. Their spokesmen are frequently orderly per- 
sons of the type of Dr. Townsend or the American trade union 
leaders. Their justification is mostly in terms of increased purchas- 
ing power. Of all these rights the right to work is still the hardest 
one to enforce. In Germany this right seems to have actually re- 
ceived its sanction, from the hands of Hitler who, we are told, has 
abolished unemployment. 
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Here is the tragic political character of the problem which has 
been debated in our symposium. An ever-increasing number of 
men are inclined to think that the classical political rights, the 
basic freedoms of our democratic society, are destined to appear 
ludicrous if they are not quickly fortified by the new economic 
rights. When millions of workers are idle and when a large section 
of the nation is underfed, badly clothed and badly housed, the 
elementary conditions for political freedom are threatened. Polit- 
ical freedom means freedom of choice between alternative work- 
able political programs. To men who are in despair this choice 
means little except a choice between supine servility and aimless 
rebellion. Political freedom is a method for determining the course 
that a state can follow while protecting the rights of the individ- 
uals. Have we to admit that there are courses so rough that free 
institutions cannot go through, and that there are some rights that 
political freedom can neither protect nor enforce? 


II 


I do not think we can find a single right, whether political or eco- 
nomic, that can be enjoyed unconditionally, without reference to 
a definite set of psychological, economic, historical circumstances. 
A population that ignores the use of soap and toothbrushes could 
not even conceive the right to health protection. Illiterate men 
have no use for a free press. Nomadic tribes could hardly conceive 
the right to work. These obvious considerations we are likely to 
forget when we happen to be engrossed in the defense of a right 
that we particularly care for. The followers of the Civil Liberties 
Union and those of the Liberty League become equally intran- 
sigent when free speech or property rights appear to be endan- 
gered. Then they talk of their particular right as an absolute 
condition to the existence of civilized society, as a law imposed by 
nature that men cannot violate. We have lost the belief in the will 
of God or of nature that used to be the foundation of all rights; 
we can scarcely share the optimism of those Americans who framed 
the Declaration of Independence. Yet for polemic reasons we do 
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not hesitate to talk about rights as if we still believed that they are 
inalienable and cannot be taken away from us. Having lost the 
restraint that came from the necessity of connecting human rights 
to natural or supernatural causes, we have become very generous 
in the creation of new economic and social rights. It seems that it 
costs nothing to attribute a new right to men. We have become 
more lavish than that nature in which most of us have stopped 
believing. 

In reality rights do have a cost. It is even possible to define and 
classify them on the basis of their cost. The distinction between 
effective, enforceable rights and demagogic wishes can be estab- 
lished mainly in terms of what the citizens are able and willing to 
pay. This applies to all rights, property or economic or Civic. 
There is no right to free speech unless men sacrifice the instinct 
to settle conflicts by grabbing each other’s throats. The right to a 
free and equal ballot has little meaning unless the opposite fac- 
tions are willing to abide by the election returns. Rights can be 
exercised only if the sacrifices and the conditions they imply are 
acknowledged and complied with. These conditions are numerous 
for each right. The right to a free education requires a certain 
minimum average of individual intelligence and a certain degree 
of widespread social culture. Even if Mussolini’s government were 
the most humane that ever existed it would find it hard to enforce 
social security laws and compulsory literacy among the Ethiopians. 
Moreover, if men wish to enjoy a right they have to accept also the 
particular organization which is built for its enforcement. It is 
difficult sometimes to distinguish a right from the duty which sets 
its price. Frequently high-sounding humanitarian rights are 
granted in order to have men tied by very specific duties. 

The exercise of rights requires not only the observance of duties, 
but also a certain amount of individual effort, a certain degree of 
skilful application. Rights are not gifts from heaven. Neither are 
they something that nature has given to men so that what they 
have to do is simply to raise their hands and pick them up. They 
require work. Rights are grants of power that the democratic or- 
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ganization of society guarantees to the individual citizens, so that 
by the use of this power they may find a measure of themselves. 
This guarantee offered by society to the individual is related to the 
essential principle that the realization of human personality is the 
greatest goal in life. Our civilization is based on the principle that 
men are capable of reaching a full-sized independent personality, 
if enough opportunities are given them so that they may exert 
their power of self-assertion. 

Our rights are our share of that heritage which the human race 
has been busy accumulating during the last twenty-five centuries. 
Unfortunately this heritage is in the form not of cash but of credit. 
The use that men make of it determines their measure. The right 
to a free education offers to men the chance of testing their intel- 
lectual ability. The right of free religion offers to men a chance of 
proving what is the worth of their God. This grant of credit is 
given to all individuals belonging to a democratic community, 
with the assumption that the development of one’s personality will 
be kept within those limits that make it beneficial to the develop- 
ment of other people’s personalities. Through the exercise of their 
rights men can be socially useful; but those rights are most impor- 
tant which leave them wider room for the training and develop- 
ment of their power of self-assertion. 

The right to work can be considered an essential right, because 
its aim is to remove men from idleness. The idleness of those who 
own nothing and of those who own too much has always been the 
cancer of every political society. Hereditary classes of the wealthy 
or of ragged loafers have ceaselessly to be disbanded so that indi- 
viduals may go to work and test themselves. The political com- 
munity can do this by imposing heavy taxes on the wealthiest 
groups and by creating conditions in which chances for health, for 
education, for work are offered to the underprivileged. It is the 
work of men that gives actuality to all rights. When the individual 
cannot work and loses the habit of it, his chance of developing 
himself, of catching up with the course of civilization, is nullified 
at its very source. 
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An effective organization of the right to work implies, as its condi- 
tion, that every individual fulfil his duty to work. This means the 
creation of agencies for the distribution and the discipline of work. 
If the men who are at the head of such agencies center their will 
only upon the right to work and nullify all other rights, a situa- 
tion arises which has a name: slavery. There seems to be no doubt 
that the condition of things now prevailing in Russia and Ger- 
many can be called slavery. The workers are conscripted; they 
cannot change their jobs; not even old age seems to create an 
exemption from the duty of working, as is evident in Germany 
where men up to seventy years of age are called to do their part in 
national projects. Needless to say, in Germany and Russia all 
workers’ rights are denied at the same moment that the right to 
work is made thoroughly effective. Workers cannot organize or 
bargain collectively or strike when they are under the duty to 
work. The labor shortage can produce an increase in wages for cer- 
tain privileged skilled workers. But this increase has the character 
of an alluring premium paid to individual workers: the state can 
have no patience in dealing with groups when it needs the work 
of every man. To strike means to create deliberately and wilfully 
a situation of unemployment, transforming unemployment from 
a condition which benefits the employers into a weapon in the 
hands of the employees. Therefore where unemployment has been 
abolished strikes too have to be abolished. 

From what proceeds the conclusion could be too easily drawn 
that only a totalitarian dictatorship can solve the problem of un- 
employment and that under the conditions of modern society men 
can find security only at the price of slavery. On the contrary, the 
examples of Germany and Russia are of invaluable importance 
just because they show the method which must not be followed in 
dealing with the curse of unemployment. An illness of civilization 
cannot be cured by suppressing civilization and introducing slav- 
ery. We must give positive political orders to our economic and 
bureaucratic experts so that the proposals that they will work out 
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may help to revitalize and not crush the system of basic rights. 

A democratic state is beset by particular difficulties in organiz- 
ing the right to work. In a democracy the credit offered by the 
political community to the individual citizens turns out to be a 
credit offered by the citizens to themselves. Everyone knows how 
this may easily degenerate into a free-for-all grabbing when the 
individual credit is transformed into hard cash in the form of a 
bonus payment or a monthly pension. Some clever demagogue is 
always on the stump trying to advocate new rights and counting 
on the advantage he will reap, once the organization for admin- 
istering the new duties is set up. 

Moreover, rights equaily granted to all the citizens are actually 
worked out by each individual according to his degree of energy 
of application and skill. The use of equal rights produces unequal 
results and an unequal distribution of power among the citizens. 
This fact is particularly denounced by Marxist critics of democ- 
racy as the typical proof of the tricky, bourgeois character of all 
rights. On the contrary, the function of rights is to provide civ- 
ilized channels for utilizing and tempering the natural inequality 
of men. In an anarchic society, like the international community 
today, right is equal to power. In a democracy power is equal to 
the use that one makes of rights. In a democracy the inequality of 
power that results from the different utilizations of equal rights 
can be checked in its dangerous tendency to become hereditary, if 
equal opportunities to education, physical care and a career are 
effectively guaranteed to all the citizens. But the best check is an 
alert watchfulness over the actual working of the rights, so that 
chance will not be too blind in sifting men and in rewarding them. 

The political directions which are to be followed in facing the 
problem of unemployment have to lead to measures that will leave 
room for the growth of the individual. The essential right to per- 
sonality has to be kept in sight in the quest for political direc- 
tions. Men have no chance to develop their personalities when 
they are either permanently unemployed or permanently and for- 
cibly employed, therefore slaves. All rights are individual rights, 
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aim at the individual and educate the individual; they make bene- 
ficial even the differences among men by transforming personal 
energies into socially useful power. 

It would be too comfortable if the way out of the curse of un- 
employment were the assignment of a job to every man and woman 
who is idle. The agency that would fulfil such a magic function is 
usually supposed to be a deus ex machina, called the state. The 
only trouble is that when the state is able to give and impose a 
job on every worker, it is so powerful, so furiously driving toward 
a goal of its own, that it has no patience to listen to the reaction 
of the workers and no use for their individual rights. And why 
should it? The work of men is then organized in such a way as to 
fasten their slavery rather than develop their characters. 

The political solutions we should seek are of a much more diff- 
cult and complex character. They imply a control of the political 
over the economic power so that the great organizations of wealth 
will be subjected to public scrutiny for the protection of the com- 
mon interest. Administrative agencies and anti-trust divisions and 
congressional investigating committees are by no means the only 
organs of the common interest that exert a public control. There 
are the press, the political parties, associations of taxpayers, of 
philanthropists, of scholars—or of cranks—universities, isolated 
individuals who have the gift of finding out facts and the courage 
to speak the truth. Each of these organs, from the agencies of the 
government to the press and the political parties down to the pri- 
vate individuals, may be subjected to the influence of some special 
interest; each can fulfil a vital function by contributing to the 
general awareness that the defense of the rights of the individual, 
including the right to work, is not the privilege of any single 
monopolistic body, but is entrusted to a countless number of indi- 
vidual and organized efforts. This large multiplicity of organs does 
not mean chaos; it means that personally or through joint efforts 
the individual is taking care of himself. 

Of course the leading role in the political and social control of 
economics must always be exerted by the state. But the state can 
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lead much better when by its action it gives the keynote which is 
followed and reinterpreted by men independent in their judg- 
ment and specific in the responsibilities they assume. The state is 
no supernatural entity. The state is you and I and everybody. If 
I am told that in regard to the social and economic problems of 
our times the state is the deus ex machina, I agree with such a 
statement. It means that the state is a man-made god. Therefore 
I want to know the men who have built it. Particularly I want to 
know the mechanic who handles it. I respect his job—if for noth- 
ing else because I think that his job could one day become mine. 
But I want to make sure of his behavior and of his technical fit- 
ness. He is certainly not the only mechanic available. And if, 
swayed by his ambitions and by the naive imagination of the 
crowds, he takes himself seriously as a god, then he must be crushed. 
The state cannot be the beneficiary of our laziness and of our 
shortcomings. It cannot be the only social organ that is aware of 
the problem represented by the curse of unemployment and its 
possible solutions. It would be unfair and ungenerous to burden 
the men who happen to work for the state with too heavy and too 
tempting a responsibility. The problem is one we must never lose 
sight of: when individual capacities freeze up in idleness either 
because of wealth or because of poverty, then political society is 
menaced in its very existence. When the people who are idle be- 
come hereditary and permanent classes, then the menace to society 
takes the character of a warning of doom. There is the same reason 
for alarm when the individual, although having a job, is left un- 
protected in the hands of his boss or his trade union leader, ex- 
posed to being fired or thrown in the street either by a lockout or 
by a strike, with no reason offered to him. There is again the 
same reason for alarm when the span of the individual’s interest is 
so narrowed by his desperate worry about how he will make a 
living that no room is left to him for any freedom, for the enjoy- 
ment of any right, aside from the routine of making somehow a 
bit of money, and eating and sleeping under a roof and dying. 
The possible remedies are numerous once the goal is seen 











264 SOCIAL RESEARCH 


clearly: to release as much as it is possible the forces of the indi- 
vidual by attacking without respite all the institutions and tradi- 
tions that keep him twisted in his worries and crippled. This 
means to break up trusts, so as to protect the consumers, to subject 
to public, formal responsibilities both business and labor, to fight 
seasonal unemployment by organizing a better all-year-round dis- 
tribution of labor, to introduce as far as possible the principle of 
yearly wages, to stimulate the tendency to move industries away 
from the great manufacturing centers back to the country where 
the workers have a better chance of a balanced way of living and 
of weathering depressions. The establishment of national employ- 
ment exchanges, of schools for the retraining of unemployed work- 
ers, of rotation of employment so that no one need remain in 
idleness too long—all these measures are well within the realm of 
possibility. A fiscal policy can lead a long way toward greater eco- 
nomic and social stability by taking over idle wealth and by induc- 
ing the employers, through tax exemptions, to accept the full 
burden of social responsibility that comes from their power. There 
is little discussion possible about the usefulness of public works, 
properly dosed and timed, providing that a very close scrutiny be 
kept on those who do the dosing and the timing. Finally, an inter- 
national policy of peace and cooperation with economically and 
politically cooperative nations can allow a much better planning 
in the utilization of national resources and therefore better and 
steadier employment. 

An aggressive policy against unemployment and toward greater 
social stability has its center of propulsion and coordination in the 
state. But the state needs constantly to be directed, helped along, 
stimulated and checked, not that it is in itself a particularly dep- 
recable or sinful institution, but because it plays such an essential 
role in our lives and because it is manned by men. Those men, 
whether they like it or not, must have our assistance and com- 
panionship. The goal has to be kept constantly in sight: the right 
to work means right for every individual to reach the elementary 
prerequisite of independence; the right to social security means 
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possibility for the underprivileged to face with improved chances 
the insecurity of life. The men who are standing still in idleness 
have to be started on the way to social usefulness; they must be 
given the conditions which will develop their capacities and make 
of them in actual reality citizens able to understand and to use all 
their rights. When instead of being given a start on this long 
process they are cramped into a one-way relationship with the 
state which offers them a job, then the temporary sluggishness in 
the use of their citizenship becomes a permanent paralysis. It is 
easy to give state jobs to very large groups of men. It is more diffi- 
cult to defend their rights once their entire dependence on the 
state is established. 


IV 


Can unemployment be abolished in a democracy? There are many 
inclined to formulate the problem in this crude way. The ques- 
tion is meaningless in its formulation and vicious in its underlying 
assumptions. But I think that its challenge can be accepted and 
that the answer is no: a democracy cannot abolish unemployment. 
But I must immediately add that for a democracy the reduction 
and prevention of unemployment is a question of life or death. A 
regime based on the largest possible individual and social initia- 
tive cannot outlaw the maladjustments that come from the risks of 
initiative. A political and social order that purports to give chances 
to men cannot prevent such chances from frequently going wrong 
and men from being reduced either to bankruptcy or to unem- 
ployment. But for the sake of its own survival a democracy must 
discipline the gamble of business and relieve the odds of labor. 
The problem is knowing the range within which action is possible 
and proportioning our means according to our knowledge. Medi- 
cine can bring diseases under control and relieve pain, but it can- 
not abolish death or suffering. The effectiveness of its remedies is 
limited to what the human body can bear. It became a science and 
divorced itself from magic when it stopped trying to bring about 
miracles and began dealing with hard facts. There are people who 
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are still looking for prohibition of unemployment, or for a depres- 
sion-proof social security, or for stabilization of the buying power 
of the dollar on a certain permanent level, or for a guaranteed 
income of some thousands of dollars a year for each citizen. Those 
people are cultivating social magic, not social science. 

Life is struggle and the course of civilization has been a constant 
attempt to subject the struggle to rules. These rules are what are 
called our rights: the legacy of civilization, the credit that has been 
granted to us by those who came before us. It has taken about 
twenty-five centuries to develop these rights, all centered around 
the essential one which declares that men have a mind and a soul, 
are made of the same nature and are capable, through mutual 
assistance and hard personal work, of developing their characters. 
The exercise, the cultivation, the preservation of these rights re- 
quires in turn unending struggle and work. They are not a pass- 
port to heaven; they are a chance offered to individuals to impose 
and to maintain some order on earth during the time they live. 
In the course of the struggle a large number of the individuals 
fail. Some men fail without ever having had a chance. Democracy 
is the best form of government because it wants to give a chance to 
everybody and because, with its development of some rights which 
are called economic, it tries to pick up those who have fallen, to 
retrain them and send them back to work. This technique for the 
reclamation of men and for the treatment of society’s diseases is the 
object of science, of hard intellectual application, not of magic. 

A political and social system has its best test in the way in which 
it distributes profits and losses and at the same time moderates the 
gainer and relieves the loser. This is why private capitalism, in my 
opinion, if tempered by an aggressive practice of democratic rights, 
is a necessary condition for the maintenance of civilization. To 
forbid profits and to forbid losses, to forbid unemployment, or to 


make employment compulsory and universal, all these attempts Nt 


have only one goal: to destroy the system of rights and to cripple 
the personality of man. The uncertainty about even the most im- 
mediate future, which besets all human beings, cannot be cured 








se 











THE RIGHT TO WORK 267 


once and for all by passing from the individual to the social sphere 
of life, by socializing the unknown through the transformation 
into legal devices of the actuarial averages. In a way there is a dis- 
turbing demagogic tinge even in the expression that we all use: 
social security. How can I have security in the social sphere in 
which I live when I have so little moral security inside myself? 
And how can I have security inside or outside as long as the danger 
of death is hanging over me? Obviously, if the expression has a 
meaning, it is, as I have already mentioned, the one of attempting 
to diminish the odds which stand against the unprivileged. 

The same can be said about the right to work. Right to work 
does not mean automatic and permanent certainty of a job, any 
more than the right to health assistance means certainty of good 
health, or the right to education means the certainty of a degree. 
Right to work means right to all possible assistance in finding a 
job and in being provided with occupation and with some re- 
training by private and public agencies. It means also that no effort 
must be neglected to make employment as universal and as steady 
as possible, particularly in compelling the most privileged groups 
to assume the whole burden of their responsibility. The sight of a 
large number of men walking aimlessly in the streets should be 
enough to make us ashamed of our civilization and of the role that 
science plays in it. Yet out of the respect due to these men as well 
as to science we should avoid talking of the abolition of unem- 
ployment or of depression-proof social security. We have already 
seen what that abolition means in the fascist and the bolshevist 
regimes. It is the transformation of the more or less harmless magic 
of some would-be reformers into a universal and abominable black 
magic. It does not mean a bargain in which the workers give away 
their political rights and gain the right to work. It means the tem- 
porary relief of individual insecurities by merging them into a 
gigantic worldwide insecurity—the insecurity of men who at any 
moment can be called upon to be slaughtered and to slaughter. 

Some of these systems of black magic are, with all means of 
propaganda, suggested to the unemployed in the democratic coun- 








268 SOCIAL RESEARCH 


tries. This is why I think that in the final analysis we should 
formulate our problem and the alternative that it presents in such 
terms that the unemployed themselves could make up their minds 
and contribute their answer. We can suppose that the two political 
systems approach them. Democracy would say: ‘‘I do my best to 
provide you and your children with such conditions that you will 
be relieved in your idleness and will not lose your self-reliance. 
Your calamity is my calamity; your disease is a plague that if ex- 
tended and made chronic will destroy me. Keep up during these 
hard times; don’t lose the sense of your rights. Keep active by 
using them; the more active and alert you are, the greater the 
chances that the epidemic will be brought under control.” To- 
talitarianism would declare: “I don’t give you conditions that you 
have to wait for, or chances which you have to gamble on, but 
immediate realities. I give you my kind of protection, my kind of 
relaxation, the food that I allow, and my jobs. I take all chances 
and all uncertainties upon myself. You don’t have to worry about 
your future. You don’t have to choose, you need only take.” May 
we be allowed to rely enough on the intelligence of men so as to be 
certain that, no matter how hard pressed, they will be able, after 
the experience of the last twenty years, to recognize the face of 
slavery? 

Our whoie conception of rights has undergone a far-reaching 
change in the last decades. We have come to realize that rights can 
be alienated, and that they are the result not of nature but of a 
long exertion which has gone on throughout the centuries of civ- 
ilization—an exertion which cannot relax. The system of rights 
attributed to the individuals is not sustained by the simple fact of 
our breathing. It melts away if it is not energized by our active 
consciousness of its meaning. The right to work is located at the 
most strategic point of the whole system, because it implies our 
preparation and our fitness for the use of all the other rights. It 
can be organized in a humane, civilized way if we are responsible 
in our thinking and hard in our work. 


(The Graduate Faculty) 
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I should like to consider first an observation which forms an important 
part of the first section of Professor Hula’s paper; it is best summarized 
in the sentence that “we can no longer fear that the constitution, in 
the last resort interpreted by the Supreme Court, will ever prove to be 
too rigid.” I disagree with this statement quite basically in two impor- 
tant respects. First, in the last resort the constitution is not interpreted 
by the Supreme Court but is amended by the people of the United 
States. Secondly, I think that this constitution, when not amended. by 
the people of the United States, not only may prove, but has proved, 
too rigid in very important respects and has been an important factor 
in creating the serious maladjustments under which we are laboring. 

Perhaps for illustration I may refer to one single thing—a rather 
jocular one at that—and that is the welfare clause. No doubt most of 
you here are familiar with the arguments that have been going on 
concerning the exact meaning of this particular clause, and lately 
historical research has dug up the fact that the whole thing turns upon 
a comma or a semicolon, the trouble being that Washington saw the 
semicolon but the ratifying conventions the comma. It is all a ques- 
tion of where you want to go from here in talking about the intent of 
the framers and all the rest. In my opinion we are at the present time 
obliged to realize that only a very broad interpretation of the welfare 
clause (which certainly is not being given to it at the moment) would 
prove sufficient. Unfortunately, restrictions of time make it impossible 
for me to carry forward this very significant point. 

The second section of Professor Hula’s paper contains the suggestion 
that a conservative constitutional policy seems to be justified not only 
with regard to the fundamental rights but also with regard to structural 
problems. And it goes on to say, as you will remember, that because of 
the rising power of the President’s office there will be a tendency to 
convert the elections into indisputable decisioris of the nation on the 
policy of the President. Personally, I consider that mythology. I don’t 
think there is anything of the kind in view at present. I think there 
can be very little question that the more common attitude of the 
average American—that the elections are decisions on men and not 
decisions on policy—is more nearly true. I do not mean to go to the 
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extreme of saying that there is actually no difference between Repub- 
licans and Democrats, but it seems to me that when you take the total 
composition of both these parties the differences are not very startling. 

This brings me to another point of this second section, a point 
where I am obliged to contradict myself, as only two years ago I took 
the position that Professor Hula takes here. It is the proposition that 
there must be agreement on fundamental questions in order for a con- 
stitutional democracy to work. Usually political theorists and scien- 
tists, if there are such, fall back upon Lord Balfour’s now trite observa- 
tion that we must be fundamentally at one in order safely to be able 
to afford to bicker. Professor Laski cites this particular statement in his 
Parliamentary Government in England. I wish to say that I now have 
come to disagree with myself, Professor Hula, Professor Laski and Lord 
Balfour. I do not think that it is at all necessary for us to agree on 
fundamentals in order safely to be able to afford to bicker. On the 
contrary, I think that if that were the necessary prerequisite for the 
working of constitutional democracy, we might just as well close up 
shop. That is, the one thing on which it is not necessary that we have 
agreement is fundamentals. What we do need to agree on is a working 
scheme as we go along, irrespective of our disagreements on fun- 
damentals. 

The importance of the working agreement rather than the funda- 
mental agreement suggests the importance of administrative tasks. 
This brings me to an aspect of Professor Hula’s paper which seems to 
me to have been treated much too briefly. I wish to give you an illus- 
tration which will indicate why I attach such importance to the ad- 
ministrative readjustments. It is related to the problems discussed last 
night concerning government spending and the budget. At the present 
time there is a great argument, as you know, going on about whether 
the government should or should not spend, and whether this spending 
has or will have a good or a bad effect upon the economy; and our 
friends the economists are once more engaged in their logic-chopping. 
I am not going to enter this problem at all, though it would be a 
fascinating task. I want to call your attention, however, to an issue 
that is typical of the administrative readjustments involved. The thing 
that is crucial in the whole question, irrespective of whether you want 
to spend or not to spend, is, can we effectively budget capital outlays 
of governmental agencies at the present time and, if so, how are we 
going to do it? 

I could go on for a full hour talking about that, but I am going to 
mention just one single complication. The capital outlay budgeting of 
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great corporations—which in my opinion is more reckless by far than 
the capital outlay budgeting of the federal government ever could be— 
this capital outlay budgeting of the great corporations proceeds rela- 
tively smoothly, barring the Musicas, because the corporations use a 
double-entry bookkeeping scheme which they are able effectively to 
control because of the overpowering desire of almost everybody in the 
organization to show a profit. Government agencies do not use double- 
entry bookkeeping; they use single-entry bookkeeping, the sort of thing 
used by the Medicis in Florence in the fifteenth century. The experts 
on accounting tell us that is the only thing that can be done; effective 
fiscal controls with double-entry bookkeeping are out of the question, 
and therefore you have got to do it in that way. Now, if we have to 
produce a capital budget with single-entry bookkeeping we are going 
to have a nice big job on our hands in purely technical administrative 
terms. This is one of those administrative readjustments that in my 
opinion are involved, and before these are made we can’t even signifi- 
cantly discuss what we are going to do because we don’t know what it 
is that we want to do. 

I should like to make one more general point, and in this I am going 
to take my departure from a statement by good old Edmund Burke. 
What Burke said on the general problem of the administrative task 
is deserving of an engraved tablet: ““Those who would engage in great 
public schemes must be proof against the most fatiguing delays, the 
most mortifying disappointments, the most shocking insults, and what’s 
worst of all, the presumptuous judgment of the ignorant upon their 
designs.” Now, that has a nice eighteenth century ring and it has a 
nice eighteenth century out-of-date quality of thinking in it. For it is 
clearly based upon a general conception which I fear is much cherished 
by my friend Ascoli, and that is the idea of an intellectual elite. I want 
to enter a plea for the common man as the really significant element in 
a democracy. We who come from Europe are apt to forget that this 
country has long left behind the prejudices associated with the monar- 
chical tradition, and that here the position of the intellectual is at 
best a tenuous one. 

For democratic politics character and common sense and integrity 
are more important than intelligence and learning and technical 
equipment. If I cannot work out, for example, this capital outlay 
budgeting to the point where I can put it into such simple formulas 
that the fellows in the factories around Harvard—and you know that 
Cambridge is full of factories—and the fellows on the farms in New 
Hampshire and Vermont can understand what I am talking about, 
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then I don’t want to have anything to do with it. It is either of such an 
exact and simple nature that it can be put into understandable terms, 
or it is no good. Let me make a rather silly analogy. If a clothier here 
in New York wants to decide what kind of bathing suits to make, what 
shape to give them, he must not be guided by the Venus de Milo, or 
any other lovely shapes that anyone might enjoy beholding either as an 
artist or as a male. What he is apt to do, if he has any sense, is to make 
a composite photograph of the thousands of girls, fat and thin, who 
flock to Coney Island in the summertime. 

Now, that composite picture is the point. Professor Ascoli, I think, 
has treated us to a lot of magic about the individual. In a democracy 
what matters is the common man. As I said, that doesn’t mean the 
individual common man, but the composite picture. I wouldn’t hold 
that worker Jones or farmer Miller could out-argue a professor. But 
the fact of the matter is that it doesn’t make the slightest difference 
whether he can or not. What matters is, in a democracy, that the mil- 
lions of farmers and workers can out-vote, and ought to out-vote, the 
professor if they disagree with him. 

CARL JOACHIM FRIEDRICH 
(Harvard University) 


II 


The tone of Professor Hula’s discussion, and particularly his confidence 
in advance by adjustment within the constitutional system, sound a 
familiar note. Political science in this country became confirmed in 
the strategy of accommodation, which was often a technique of subter- 
fuge. Perhaps we were on the point of escaping from the limitations 
of this mood. But the terrific events of recent years in Europe have 
thrown us back upon our constitutional tradition. Professor Hula is 
sound, I think, in calling our constitution unwritten rather than 
written. He alludes to a third house of the legislature—the Supreme 
Court. He alludes also to a notable retreat on the part of that third 
house of our legislature in response to political pressure. If that politi- 
cal pressure can be counted upon to renew itself and to survive, then 
the constitutional edifice that Professor Hula defends is doubtless 
capable of the adjustments which he imagines. 

Before I can quite accept, however, the complacency with which 
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Professor Hula speaks about our constitutional capacity for growth, I 
shall wish to see the Supreme Court confronting the Fair Labor Stand- 
ards Act; I shall wish to see it dealing with the Agricultural Adjust- 
ment Act of 1938; I shall wish to see it going beyond the position that 
it took in regard to the National Labor Relations Act, and upholding 
control on other grounds than a threatened stoppage of actual move- 
ments of goods in interstate commerce; and in regard to the spending 
power, I shall wish to see the door forever closed by the Court against 
an attempt to give a judicial meaning as distinguished from a political 
meaning to the word “general” as used in the general welfare clause 
of the constitution. Nevertheless I venture to believe that, with the 
reshaped Court reshaping its attitudes as it is now doing, we may in- 
dulge the hope that Professor Hula has implied. 

On one point I think he has been a little too comfortable. He as- 
sumes, which I think is justified, that the Court is shifting its attack 
from questions of constitutionality involving substance, to issues of 
procedure. If indeed that great change takes place we may recast our 
constitutional tradition so that it will fall in with what remains one of 
the noblest dreams of mankind—a distinction between control of per- 
sons and control of things. But on this perhaps Professor Hula unduly 
minimizes the risks of a tendency on the part of courts to join in a hue 
and cry against administrative agencies and administrative procedures. 
Should that hue and cry be joined in generally by the country, and 
supported by courts, it might seriously cripple the ability of govern- 
ment to control things. 

As for the federal system, to which Professor Hula has briefly re- 
ferred, I find myself falling in with his attitude of acceptance, pro- 
vided, of course (and this is doubtless his underlying assumption), that 
competence passes from the Supreme Court to Congress in matters 
involving the use of the commerce power, especially as to the fields 
it may reach and its ability to exhaust so far as necessary the fields it 
touches in setting standards and outlines of procedure and action. 
Granted that this occurs, I can imagine that geographic decentraliza- 
tion (which in any case would be necessary in this country of continen- 
tal scale) can survive through states which increasingly become ad- 
ministrative agencies in a network of functional union under national 
leadership. 

But there is one phase of Professor Hula’s comment on states’ rights 
and the guarding of states’ rights by the courts that I cannot allow to 
pass without a word of disagreement. Unfortunately it seems that the 
tradition of indulging action by state legislatures, which had been 
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cultivated by dissent in the Court, may now spread to the majority in 
the reconstructed Court and result in the Court’s support of a program 
of seeking to solve our difficulties through a deconcentration of our 
life, a program which has, indeed, been made noble in the thought of 
Justice Brandeis, but which seems to me to threaten the splintering 
of our national market and stoppage at every point. I would myself 
hope that the Court, in carrying forward its minor function of adjust- 
ment within the constitutional system, will address itself carefully to 
those phases of governmental action where the effect of the states’ be- 
havior is extraterritorial and is not presently within the control of 
Congress. 

Turning now, and necessarily very briefly, to the relations of the 
executive to Congress, I assume that what we are confronting is the 
task of adjusting our government to deal with programs and not with 
piecemeal reform. The American system has been almost uniquely 
equipped to pick up the fragments of various problems and to move 
them slowly to the statute books in a kaleidoscopic play of unrelated 
measures. But the time when we can afford to indulge this process 
of piecemeal legislation seems to have passed. Old-age pensions, for 
example, cannot be dealt with apart from the fiscal structure of the 
country, nor can the fiscal structure be considered except in relation to 
the whole economy. In the face of the need for the concerted considera- 
tion of policy, the presidential office inevitably emerges as the focal 
point around which unity can be organized. That office must act as a 
clearing house for the increasing interrelationships of the permanent 
agencies. The ultimate defect of the independent commissions, to 
which Professor Hula briefly referred, seems to be less in their inde- 
pendence of the executive and more in their independence of each 
other. 

Passing to the question of party government, I allow myself a word 
of comment on the point on which Friedrich took issue with Hula. 
Historically, I am in agreement with Professor Hula. Nevertheless I 
must accept, with my fellow Americans, this supreme challenge of try- 
ing to carry government by discussion and government by party into 
a field of increasing controversy. It is a risk that we cannot avoid. 
Happily, as Professor Hula has pointed out, the statutory accretion by 
which a government advances is relatively consistent, and the fluctua- 
tions in public policy seem to be more in tempo than in direction. But 
only the events of the next few years in the United States will show 
whether the hope that Professor Friedrich expressed can be realized. 

One word in conclusion. My chief fear, if I may confess one, is excited 





cor 


mu 
int 


sO 
son 


awi 
wh 
san 
anc 
his 
of : 
adr 
nat 
as 1 
effic 








DISCUSSIONS 275 


by cries of law and order. If fascism were to come I would expect it to 
come in the name of law and order and not in the name of rowdyism. 
For me, the most fascist measure thus far enacted in the United States 
was the Kansas Court of Industrial Relations Act of 1920, with its 
scheme for the outlawing of strikes in the name of law. I am happy to 
subscribe at this point to the doctrine of voluntarism expressed by 
Professor Hula. 
ARTHUR W. MACMAHON 


(Columbia University) 


III 


Mr. Ascoli, at the very end of his paper, drew a picture of the common 
people in this country being confronted with two alternatives. I can 
well imagine them answering him: “We ask for bread and for the most 
part you give us words.” It must be remembered that one of the appeals 
that fascism makes is made to the common man’s distrust of intellectual 
formulations. The basis of such distrust has been well illustrated here, 
where intellectual formulations have been used subtly and powerfully, 
on the whole, to rationalize existing economic institutions, leaving the 
common man exactly where he stood before: bewildered and impressed, 
but none the less shorn of the security and the job that he wants. We 
must beware lest we lend an appearance of justification to the anti- 
intellectual myths that are already so prevalent in the popular mind. 

I fear that Mr. Ascoli has explained the right to work so subtly and 
so assiduously that he has managed to explain it away. It starts as 
something whose claim to validity arises from the failure of our eco- 
nomic institutions to function effectively; but it gets gradually whittled 
away and becomes ever more exiguous until it ends as something 
which can only be achieved homeopathically by further doses of the 
same economic institutions that presumably have failed to function 
and have thereby created the claim. It is important that nowhere in 
his paper does Mr. Ascoli state what it is that has failed or the causes 
of its failure. He gives us an analysis of the nature of rights which is 
admirable and brilliant, as magnificent a structure as the system of 
natural rights ever was which it displaces: and ultimately, I fear, 
as rickety and ruinous. For it transfers our faith from the sovereign 
efficacy of nature to the sovereign efficacy of the individual. It is notable 
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that while he gives us this analysis of the nature of rights, and gives us 
also a program of a motivated and regulated capitalism, he fails any- 
where to analyze the causes of unemployment and of economic break- 
down, or to draw upon any analysis which may perhaps have been made 
last night. In the absence of this it becomes difficult to evaluate either 
the validity of his analysis of rights or the efficacy of the program he 
proposes. 

If it is true that the tragic inadequacy of fascism and bolshevism is, 
as he says, to solve the problem of economic security at too high a 
price, I assume the inadequacy of our present capitalist democracy is 
not to solve it at all. We are like King Midas with his plethora of 
gold—in our case, of political rights—but without the means of trans- 
lating it into terms where it will sustain us. If that is so, I do not think 
the best approach to the problem is a warning that if we can transform 
some of that gold into food it may surfeit us. I hold with Mr. Ascoli 
that a right may be purchased at too high a cost. I do not hold with 
him, however, that the cost in the Soviet Union is necessarily too high. 
I do not know yet, because it depends not only on how the Soviet 
Union turns out, but especially on how we turn out. I am even less 
of an absolutist than Mr. Ascoli. “Too high” is a relative term. If the 
alternative is fascism, I should say that the Soviet cost is in no sense 
“too high.” If the alternative is a capitalist system that cannot be made 
to function, then that too means fascism, and then again “too high”’ is 
too much of an absolute. But if the capitalist democratic system can be 
made to function, then decidedly the Soviet cost is too high. But what I 
want to know from Mr. Ascoli is whether the price he seems willing 
to pay for economic security will actually buy the commodity. 

As I read his program it consists largely of ineffectual palliatives, 
vague hopes and unexpectedly drastic measures which would require 
far more governmental power than Mr. Ascoli suspects. Moving indus- 
tries to the country is a marginal measure. Subjecting business and 
labor to public, formal responsibilities is a wishful phrase unless it is 
translated into concrete measures. The annual wage, national unem- 
ployment exchanges, the rotation of employment (in effect, the rota- 
tion of unemployment), the retraining of the unemployed: such 
measures seem to come under the caption of the regularization or 
rationalization of our existing poverty. If we are to have a scarcity 
economy, Mr. Ascoli seems to say, let us at least go about it scien- 
tifically and apportion the scarcity in a regular way. This is to coin a 
grim new sort of Taylorism. 

Some of the other measures proposed are more drastic—the break-up 
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of trusts, for example, and a fiscal policy which will “take over idle 
wealth and induce employers, through tax exemptions, to accept the 
full burden of social responsibility that comes from their power.” I am 
puzzled by all this. You can break up trusts in order to establish the 
conditions of a competitive market—let us say, to help the small pro- 
ducer; or you can do it to help the workers; or you can do it to remove 
the concentrations of wealth dwarfing political power, which has been 
the aim of democratic fighters from Jackson to La Follette and Wilson 
and Franklin D. Roosevelt; or you can do it to help the consumer, 
which seems to be Mr. Ascoli’s aim. But always that break-up involves 
questions of political method, mechanism, means—that is, of political 
power. Walter Lippmann thinks the whole process can be accom- 
plished through the ordinary procedures of the common law. Robert 
H. Jackson and Thurman Arnold, with a bitter experience in practice, 
have been insisting on more and more enforcement officers until the 
Anti-Trust Division of the Department of Justice bids fair to become 
as much an administrative network as the SEC. Thus the problem of 
state power and ever more drastic state power insists on lifting its head 
despite Mr. Ascoli’s aversion to it. 

Thus also with the fiscal program. You “take over idle wealth.” I 
catch my breath when I read that phrase. Is this “magic” or “science”? 
The phrase has been used often enough in the magical sense. If it be 
used in the scientific sense we must confront its implications, political 
and economic. See what is happening today to the relatively mild Ad- 
ministration tax policy. “Taking over idle wealth” is only a phrase 
unless it has state power behind it. Mr. Ascoli seeks to avoid this neces- 
sity. He gets out of it by “inducing employers through tax exemptions.” 
I fear that if President Roosevelt were guilty of such a phrase there 
would be a howl throughout the country about his ingenuousness. As 
I understand it, this notion is different from the threat to throw a man 
out of his boat if he doesn’t let you run it: it is, more politely, to take 
the boat away from him and offer to give it back on condition that he 
let you run it. 

I am not criticizing the severity of these particular proposals of Mr. 
Ascoli’s. I accept their severity, but I insist on pointing it out. I insist 
on recognizing what the anti-trust program and the tax program—the 
only proposals of Mr. Ascoli’s that reach to the root of the economic 
problem—really imply. I think it is fair to say that those of Mr. Ascoli’s 
proposals that do not involve a measurable extension of state power 
are likely to be ineffectual, while those that are likely to be effectual 
will involve a much further extension of state power than he seems 
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willing to admit. I say that because of my own basic analysis of our 
worklessness in America today. I think it arises from our planlessness. 
It arises from the fact that the basic decisions are made chaotically and 
individually; or, where they are made by combinations of capital, they 
are made against the public interest. We must introduce some form of 
economic planning. I like the Taylorist aspects of Mr. Ascoli’s pro- 
gram, but I should apply them to the scientific management of plenty 
rather than of poverty. This involves segregating the basic decisions 
that must be made in any economic system, and granting the state 
enough power to see that those decisions are made with scientific preci- 
sion and social responsibility. 

I say “granting the state enough power.” If there were some other 
way, I should be for adopting it. But so far the experience of capitalist 
democracies indicates that there is no other way. I accept Mr. Ascoli’s 
conception of the state. The state is neither something mystically 
beneficent as Hegel thought, nor mystically malignant as Locke and 
Spencer thought. It is you and I and Mr. Ascoli. It is, in his own phrase, 
“manned by men.” But it is those men acting not as individuals but 
for the collectivity, chosen by it, responsible and responsive to it. I 
want to throw as many safeguards around their action as possible. I 
don’t want to take a chance, any more than Mr. Ascoli does, that they 
will play God. But having set the conditions of their action, created 
a framework for it, thrown safeguards around it, I end by trusting 
them. I trust them, first, because I trust myself and you and Mr. Ascoli; 
and secondly, because perforce I must. 

The task I want to set for the state is not merely to evolve “a tech- 
nique for the reclamation of man,” not merely to succor those who 
have fallen by the wayside. It is more drastic. It is to create a frame- 
work within which economic and political and cultural activities can 
have meaning. Here I am an individualist, like Mr. Ascoli. But I want 
individualism to have a good fighting chance. 

Mr. Ascoli talks of medicine. He says we have as little chance of 
abolishing unemployment as medicine has of abolishing suffering. 
True. We must work within the limits of our technique. Every artist 
and scientist must work with the material he has at hand. The doctor 
must work with the human mind on the human body. My own plea in 
this case is for socialized medicine. It will not abolish disease or suffer- 
ing. Preventive and socialized medicine will still leave both, as they 
will still leave death. But they will leave less of disease and suffering. 
They will not put on the individual in addition to the risks that every 
human being takes with his body under the best medical care, the 
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crushing burden of not having any medical care. I accept Mr. Ascoli’s 
medical analogy. But I want to apply the techniques of socialized 
medicine to society as a whole. 

Will this eliminate risk? Of course not. When Mr. Ascoli says that 
“social security” is a misnomer, he is of course strictly correct. “How 
can I have social security when I have so little moral security within 
myself?” In saying this he may seem to be playing scientific cousin to 
Mark Sullivan. But I take it that Mr. Ascoli does not mean this as an 
argument against social security legislation on the plea that it under- 
mines men’s moral fiber. I take it therefore that he must mean it as an 
argument against absolutism in social thought. There I stand with 
him. “Let us,” he urges, “diminish the odds that stand against the 
underprivileged.” But this is to dispose of one question of definition by 
raising another. What does he mean by the “underprivileged”? As I 
understand his paper, this concept is used with two meanings, and Mr. 
Ascoli keeps shifting from one to another. One meaning is under- 
privilege in a situation in which men have a chance economically to 
show their individual talents, and some show more talent than others. 
The other is underprivilege in a situation in which the large mass of 
the population has no such chance, and the chance is accorded only to 
a favored few. The net product of Mr. Ascoli’s paper is thus a syllogism 
in which the concept of underprivilege remains an undistributed 
middle. The net product is to infer the desirability of doing nothing 
drastic to diminish underprivilege in the second sense (economic in- 
equality) by proving the impossibility of doing away with underpriv- 
ilege in the first sense (individual differences and risks). 

I submit that there is no need for worry about the abolition of indi- 
vidual risk. With all the socialized medicine in the world, the individ- 
ual will still run the risk of disease and suffering. With all the minimiz- 
ing of unemployment and poverty, we shall still have inequalities of 
income, we shall still run risks. What we are aiming at is not to elimi- 
nate or abolish risks; what we are aiming at is that the individual’s 
risks should be incurred not pathetically but with dignity. And that 
means that the risks must first be run by the collectivity, by the state. 
Mr. Ascoli does not like to make a fetish of any “rights.” I agree with 
him. But let us beware lest we fetishize the individual instead. Talk 
about the “realization of human personality” is all to the good. But 
lest we make a travesty of every term in that phrase, let us move from 
magic to science—from the magic of fetishizing the individual, to the 
science of organizing society in such a way that the individual has a 
chance. That involves risks—but they are risks that must be taken. 
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Our business as thinkers is not to lose ourselves in a morass of specula- 
tion about the risks to be run, but—with a due recognition of those 
risks—to turn to the needs that we face and the program of economic 
planning and state power that we must enter upon. 

If we do not do that, we are gambling with civilization. Given the 
two alternatives that Mr. Ascoli offers the unemployed—cultivating 
their rights and getting social security at the expense of them—I am 
pretty sure which choice they will make. We must create a third alter- 
native—a framework of economic security within which political rights 
will have meaning. If we do not do that, the masses to whom we offer 
words instead of work will turn upon us. And then democracy will not 
even be a concept for us to be standing up here and spinning out. 

Max LERNER 
(Williams College) 


IV 


While I am in essential agreement with Dr. Ascoli’s understanding of 
the general principles of social philosophy—the dangerous nature of 
life and society, the necessary equilibrium between rights and duties— 
I must strongly oppose the interpretation he has given the right to 
work. It seems to me that he has missed the essential point. Dr. Ascoli 
classified the right to work with the rights to economic security. A 
pension, a dole, a fortune, provide the owner with economic security, 
and so does a guaranteed job. But do they really belong to the same 
category? 

An unemployable may be given the right to a minimum livelihood. 
What he gets must be produced by others and transferred to him by 
way of charity or taxation; he lives at the expense of others. This is 
an extreme case, but it reveals the very nature of the right to economic 
security on the basis of a pension, a dole or a fortune. True, the 
claim may be perfectly sound and justifiable on the ground that the 
claimant, in his day, made his contribution to the incomes of others, 
and that the pension is thus a delayed payment of what is due him. 
It is true also that a dole and a fortune are different in important 
respects. But they have this in common, that they represent a claim 
to products produced by others without the claimant’s injecting at 
the same time his own contribution. 
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\- The right to work means the exact contrary—the offer of a con- 
e tribution. It is strange that this offer must be thrust upon a reluctant 
c society. Or rather, it must take a strange type of society to resist such 

an offer and have it thrust upon itself. Is it not our social duty rather i 

e than our private right to work? Is not ora et labora the commandment 
uj imposed on law-abiding workmen everywhere, a commandment de- 
n signed to keep them from subversive thought and action? What used 
. to be imposed as a commandment is now demanded as a right. What 
s transformation of society is required for this to happen? And what 
r type of man? 
t To put it paradoxically, the right to work is the legitimate and 


disillusioned descendant, in industrial society, of what used to be the 
right to property. The right to property is certainly a genuine right. 
It gives the owner independence and a measure of self-realization; it 
imparts to him power, enjoyment and security. But there is a trick 
connected with it. In the right to property a right is proclaimed which 
is bound to entice the holder of the title into fulfilling his duty to 
work. Suppose you are given ownership rights in a farm-freehold or a 
workshop; what else could you do to enjoy this right but to work 
your property? The duty to work appears as a by-product of the right 
f to property but is its essence, from a social point of view. 

The emergence of industrial-financial society, however, emptied the 
, right to property of this democratic content, except where the character 


) of the properties remains unchanged. A large property does not entice 
i the owner into work but may relieve him from the necessity of work- 
\ ing. Consequently, in that case a propertyless man is required to work 
, that property. The tie between the right to property and the duty to 
, work has been cut. This is true to the extent that the right to property 


—or rather, the right of property—may imply the right to shut down 
the property and bar the operator from his work. We all know that 
this is not an issue of individual morality but is forced upon the 
owner as the only and ultimate way out of an impasse. What concerns 
us here is the morality of the social system in meting out its rights and 
duties. Pushed to that extreme the right to property is plainly disrup- 
tive of society itself, because it prevents work, which is the lifeblood of 
society, from being performed. 

In this light the right to work reveals itself as the right to perform 
a social duty. It is probably the sole instance in which a duty is not 
imposed from without and above but is demanded as a right. To me 
this appears as the ideal case of a coincidence of liberty and obliga- 
tion, an innate equilibrium which is the precise application of Dr. 
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Ascoli’s general principles regarding the relationship between rights 
and duties. 

The trouble with existing democracies—and their philosophers—is 
that they do not know how to use this immense moral capital of 
goodwill and readiness to service, because it clashes with a property 
right denatured to the extent of becoming disruptive. Barring a re- 
construction of society a public works program is certainly the mildest 
form in which the claim to work can assert itself. 

Now Dr. Ascoli argues that the craving for work may serve as a 
stepping stone for totalitarianism. I am sure this does not imply a 
denunciation of the craving for work, although he found no approving 
word for it; it only means that the craving for work, like anything 
good in life, may be abused. But even then we could never say that 
totalitarianism grants the right to work. A right presupposes a holder, 
an individual, and in the totalitarian philosophy the individual is 
regarded as an abstraction (this is an official formulation) and, as Dr. 
Hula suggested, cannot have rights at all. Since we believe in the 
infinite value of the immortal human soul we insist on the rights of 
men, and of them the right to work is noblest because it means the 
right to render a service. It is the most democratic of all rights. 

EpDUARD HEIMANN 
(The Graduate Faculty) 


Vv 


I think nobody can have listened to the speeches that have been made 
without being impressed by what may be cailed the conservative char- 
acter of our discussions. Though many suggestions may have been dis- 
pleasing to the enemies of government intervention, most certainly 
nothing revolutionary has been advocated. On the contrary, we have 
been warned—directly as well as implicitly—against any sweeping solu- 
tions, especially against imitating certain methods pursued abroad 
which, while technically successful, entail grave dangers for the social 
and political pattern of democracy. This conservatism could be re- 
garded as disappointing, and might even increase the widespread pes- 
simism we find in regard to our problem. I should therefore like to add 
a note of optimism on two aspects which have not yet been mentioned, 
a domestic and an international one. 
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ts Op The domestic aspect: we have been reminded of the practical situa- 
' tion we have to face in this country. Is it as discouraging as it appears? 
is For reasons that are to be found in the political and social history of 
§ | the United States, Americans seem to be less radical than some other j 
peoples. This does not mean that they will act less violently should 
they ever see the need for violence. Yet it certainly gives a wider margin 


~< 
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e- 
st | toreason, and that means a better resistance to exaggeration. And that 
includes those overstatements which are now circulating in regard to 
a | the dangers of spending and an unbalanced budget. As American 
a | reasoning is practical, it is less concerned with principles than with 
ig | _ their application, a tendency which makes it easier to reach agreement— 
i | as I think our discussion bears out. Is it too much of a generalization 
at | to say that in this country governmental actions are still largely re- 
r, garded as applications of law? In totalitarian countries law is only a 
is | function of politics; right is what serves the interests of the party in 
r. power, and the courts have to interpret the law accordingly. Here legal 
1e | as well as political and social security implies moral standards. Public 
of | Opinion not only asks whether governmental acts are desirable and 
1e +~| ~+expedient; it wants to know whether they are legitimate. 


If this be true then we should be less afraid of strong government. 
There seems to be little reason here to confuse—as is so often done un- 
consciously —efficient government and dictatorship, and there is every 
reason to oppose those who do it purposely. 

As to the international aspect, Dr. Johnson said that no prospect 
of foreign attack is forcing realism upon the United States. But foreign 
attacks, real or imagined, do not always engender a realistic out- 
_ look on domestic problems. If the people in Japan or in Germany 





are so ready to accept radical and even revolutionary measures, one 

le important reason has to be found in their conviction that they are ex- 
T- posed to external pressure. They have been frightened into a state of 
is- permanent excitement. A real and genuine fear drives them into the 
ly arms of totalitarianism. The very existence of such totalitarian states 
ve creates in turn similar fears in other countries. 
u- Fear, if felt long enough and strongly enough, justifies itself. Hence 
id it is beyond my point whether the danger is called communism or war 
al or the renascence of the East, and whether the peoples in Europe re- 
e- organize their governments against Hitler, Stalin or the “yellow 
25- peril.” In any case they pay, for more employment and greater social 
ld | security, along with all the other prices we know, the high price of 
d, | permanent fright, and sooner or later that fright drives them into 

| exaggeration. 

; 
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The United States is free from that confusing external pressure. De- 
fense here can still be so dosed that it helps economic recovery without 
preventing, as it does elsewhere, moral recovery. The social problems 
here have not yet to be diverted into the foreign field. There is a wider 
margin here for reason, and therefore a better mental resistance, at 
least as long as these circumstances can be used to advantage because 
the process of democratic discussion is maintained. 

This unique combination of moderating elements in the United 
States should be stressed. It cannot balance human misery, yet it can 
be used to overcome it. 

Hans SIMONS 


(The Graduate Faculty) 


VI 


The questions we have been discussing would not be so momentous, 
and the responsibility of answering them would not be so great, if 
Professor Friedrich were right in assuming that constitutional democ- 
racy may work even where there is no agreement on the fundamental 
questions of politics. But if we can learn one thing from the failure 
of democracy in the European countries, then it is this very fact that 
democracy is doomed when there is not, or is no longer, common 
agreement at least on the point that political decisions have to be based 
rather on consent than on force. There can be no doubt, however, that 
such an agreement presupposes in itself common fundamental ob- 
jectives. 

This we have to keep in mind when we deal with the question of 
how we can best adjust the constitutional and administrative ma- 
chinery to the needs of an efficient economic and social policy. In the 
long run such a policy will be successful only if it does not split up the 
body politic into irreconcilable factions. Constitutional democracy, 
as a mixed form of government, is a certain guarantee against such a 
development, as far as national unity can be guaranteed at all by insti- 
tutional devices. A gradual readjustment of the constitutional and ad- 
ministrative machinery will therefore in the last result prove to be 
better than sweeping changes. Professor Macmahon and Professor 
Friedrich are certainly right in pointing out that the necessary re- 
adjustments are now and then delayed longer than is good, not only 
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Je- from the point of view of governmental efficiency. But this does not 
ut | imply that these disadvantages are greater than those connected with 
ms | a less conservative constitutional policy would be. In considering the 
ler | — consitution to be flexible enough to meet the new requirements of our 
at : time I feel the more justified, as Professor Macmahon too seems in- 
use | clined to believe that in judicial review there is an increasingly ap- 
| parent trend to press questions of substance less than questions of 

red procedure. 
an EricH HuLa 

(The Graduate Faculty) 
; 

VII 

There must certainly be a conflict between Professor Lerner’s views 

and mine, but I’m afraid it does not come out from his observations 
us, on my paper. He has brilliantly attacked my position on many grounds. 
if Thus at the beginning he reproaches me for advocating a do-nothing 
oc. | policy, for being one who offers words to those who want bread. On 
tal | another point he warns me that I am going very far on the way 
ire | toward state interventionism. At the end he thinks I am guilty of the 
nat _-— faults and weaknesses of those who follow the middle of the road. I 
on | wonder whether all these contradictions are in my position or whether 


sed they come from Mr. Lerner’s failure to attack the main point of my 
hat paper. 
ob- I have tried to find a goal that can be kept in sight through all the 
| changes and readjustments that our society has to be subjected to if 
of democracy is to be preserved. I have suggested the individual as the 
na- main goal and principle of direction, so that we may deliberately move 
the toward something that we know and want, and not just drift. I have 
the conceived the individual not as the common or the uncommon man, 
cy, but simply as man. I would avoid the expression “common man,” 
la which Professor Friedrich has here voiced with great eloquence, as it 
sti- has either a snobbish or a demagogic connotation. All through my 
ad- paper my concern has been for the underprivileged, for those who have 
be | _ little reserve either of capital or of culture when hit by hard times. It is 
sor | in the narrow, harassed range of life of the poorest that freedom has 
re- to be organized and saved—much more than in the academies of the 
nly | philosophers. 
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Mr. Lerner has not objected to the points I consider fundamental 
in my paper, and has complained that I have not dealt with the causes 
of the present crisis. I had neither the time nor the qualifications to 
attempt what my colleagues, the economists, have been doing in their 
papers in these meetings. Indeed, I think that I have overstepped my 
boundaries in trying to bring out concrete proposals. It could have 
been my task to talk about nothing but rights, yet I did not like to 
be one of those detached intellectuals that Professor Friedrich has 
deplored. 

Finally, as to Mr. Lerner, I’m afraid that I do not understand what 
he has in mind with the double meaning he attaches to the word 
“underprivileged.” Does he intend a distinction between those who 
are unfavorably equipped by nature and those who are unfavorably 
equipped by society, between natural and legal inequality? If it is so, 
I can only repeat that it is the very function of rights continuously to 
correct the natural inequality of men by giving civilized channels to 
the power of self-assertion. So here too I don’t see clearly the conflict 
between the two of us. I see once more the need to know where we 
want to go, unequivocally, and what we stand for and what we want 
to avoid. 

As to the remarks of Dr. Heimann, I consider that he faces the 
problem of the right to work from a viewpoint that I can scarcely 
share. He talks about “claims” and “immense capital of goodwill” and 
“service” and “craving for work.” His observations are about the theo- 
logical genealogy of rights, mine are on the cut-and-dried mecha- 
nism of rights and duties. From my viewpoint it makes very little 
difference whether the right to work is linked to the new economic 
wants or to the old right of property. Whether men have “a craving for 
work” I don’t know, and I have some doubts about. I feel that a dis- 
cussion on this point would lead us to a controversy on original sin. 
It’s a fascinating subject, on which I regret to admit that I am thor- 
oughly unfamiliar. 

Max ASCOLI 


(The Graduate Faculty) 
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Part Four’ 
Is Economic Security Worth the Cost? 


BY GERHARD COLM 


I 


A MONG the many things I have learned from hitch-hikers in this 
country belongs also the significance of the question I am now 
going to discuss. An unemployed hitch-hiker recently asked me 
whether it is true that there is no longer unemployment in Ger- 
many. I confirmed this and explained to him how many people in 
Germany are kept busy working for the unproductive purpose of 
rearmament without adding to the standard of living of the popu- 
lation; I explained that huge spending has brought the country 
to the verge of inflation and necessitated a rigid regimentation of 
the whole economy, leading to the introduction of conscript labor 
and to a full control of all capital investment; I told him how 
closely this economic control is related to the regimentation of 
life in general, to the extermination of all the fundamental liber- 
ties so highly cherished in America. I was quite certain that I had 
impressed my friend by my speech. But his answer was: “What’s 
the use of freedom, if I have no job and no hope of finding a job?” 

I do not know how typical this experience is. Is it true that 
unnoticed by the authorities on constitutional law there has been 
an addition to the list of inalienable rights embodied in the con- 
stitution? I mean the right to earn a living by one’s own work. 
Ascoli said this morning that if an individual no longer had to 
face the risk of losing his job his right to work would be trans- 
formed into the duty to work, which he called slavery. 
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Here it becomes necessary to define the whole subject matter 
of this symposium. We speak of “economic security.” If economic 
security is understood as an actionable right of the individual to 
own a specific job, it is incompatible with the tenets of democracy. 
If it means nothing more than that the unemployed and the in- 
valids should receive relief it is a denial of the worth of democ- 
racy. My hitch-hiker friend was not starving. He was on the relief 
roll. But this did not prevent him from seeing his family life 
undermined, from seeing his skill deteriorating, his life frustrated. 
It is very important that American citizens and authorities watch 
all activities of undemocratic organizations, but I daresay that the 
existence of ten million people who are unable to earn their liv- 
ing by their own work is a more serious threat to American democ- 
racy. European democracies were not overthrown by the unem- 
ployed, but I doubt whether Hitler would have come to power if 
there had not been six million unemployed in Germany to whom 
he promised reemployment. 

Not the guarantee of a specific job, not relief, is the issue, but 
the duty of the government to promote the general welfare, in- 
cluding its duty to provide opportunities for employment. This 
is what we have in mind when using the ambiguous terms, “‘right 
to work” and “economic security.” 

The fact that the dictatorial regimes have been able to provide 
employment opportunities, at least for the time being, is one of 
the main pillars of their internal strength and to my mind is a 
challenge to the democracies. But must we admit that a minimum 
of economic security (if I may now use this ticklish term) can be 
accomplished only in a totalitarian regime, only in a fascist, a 
national socialist, a bolshevist way of life? Must we admit that 
economic security can be achieved only at the cost of progress or 
liberty or both? Is this new claim compatible with the other rights 
—liberty and the pursuit of happiness—or can one of them be 
accomplished only at the price of the others? 

My answer to this question will be based on the discussions of 
these two days. Yet, though I shall make use of the findings of 
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my colleagues, I am speaking here only for myself. We are united 
by our common concern about the same fundamental problem. 
But we are not attempting to answer that problem in one voice. 


II 


Is not the very mention of the problem a contradiction of one of 
the main accomplishments of the liberal age? The kings and 
princes of the sixteenth, seventeenth and eighteenth centuries 
were very much concerned with “How the comen people may be 
set to worke”’ (the title of a booklet published in 1530). They 
provided employment in subsidized industries, public works and 
—workhouses. Was it not the great accomplishment of capitalism 
that for an enormously increasing population it created employ- 
ment opportunities automatically, without government regu- 
lation? 

Some of those who took part in the discussion yesterday thought 
that we put the cart before the horse. We ask what governments 
must do in order to assure employment opportunities. Some of our 
critics contended that economic insecurity results from the gov- 
ernment doing too much rather than too little. We were told that 
private initiative will assure full employment of all available fac- 
tors of production if it is not disturbed by government interference. 
Some contended that in the Great Depression it was not capitalism 
that broke down but a paralyzed, emasculated economic system, 
the distorted image of capitalism, distorted by all kinds of rigidi- 
ties and interference. 

I am convinced that an ideal system of free competition has 
great merits compared with all other forms of economic organi- 
zation. Yet in searching for a constructive policy it does not help 
very much to lament the deformation of capitalism; we do not 
thereby restore the conditions that are essential for the working 
of a laissez faire economy. 

A good many of the rigidities in our economic system must be 
accepted as facts which cannot be removed by any realistic policy. 
Yet even if we could restore full flexibility of prices, interest and 
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wages, this would not remove all causes of instability and would 
not assure reemployment of the unemployed. Low costs of pro- 
duction will not lead to the construction of houses or plants if 
there is no reasonable expectation of an increasing demand. Only 
against the background of a vigorous upward trend will depres- 
sions be overcome by the market automatism. Today, if the 
so-called natural forces are permitted to take their course, the 
tendencies which make for spreading and intensifying depressions 
are stronger than those helping to overcome them. 

It is no longer possible to regard depressions as a wholesome 
housecleaning which is necessary from time to time in a period 
of economic progress. Depressions today are a housecleaning in 
which the furniture is not merely cleaned but drenched and in 
which the water does more damage than good. As long as we 
have not a fully regulated economy we probably have some need 
for the services of this ugly charwoman, depression, but we must 
watch her carefully so that she cannot do too much damage and 
we must see that we send her away as soon as she does her job. 
How can we get rid of this termagant? 


III 


There seems to be only one method by which the self-accelerating 
forces of the depression can be overcome—government spending. 
In his international survey Lehmann showed that in no country 
has prosperity been restored by mere cost adjustments. In Great 
Britain, it is true, government investments played only a minor 
role. There an upward movement of the trend was restored mainly 
by the development of new industries under government protec- 
tion and by the migration of workers which followed from this 
industrial reorientation; against the background of this trend low 
interest rates—as Lehmann showed—made effective the demand 
for new homes, which then provided one of the main factors in 
recovery. This was an exceptional situation which cannot be re- 
peated in Great Britain and cannot be duplicated by any other 
country. Besides this exceptional case we find a substantial amount 
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of reemployment only in countries which embarked on a policy 
of spending, whether the spending was done for rearmament and 
had reemployment as a by-product, or whether spending was the 
instrument of a deliberate reemployment policy. 

Is then spending the answer to our question as to how reem- 
ployment can be accomplished? ~ 

In the March issue of Fortune were two articles which seem to 
me very significant for the whole situation. One contained a re- 
port on a Round Table in which several businessmen discussed 
the problem of spending with a professor, a New Deal writer, a 
farmer and an editor of Fortune. With one dissenting opinion all 
agreed on the necessity for a spending policy, although with more 
or less important qualifications and reservations. In the same issue 
were published the results of a straw vote on the question of deficit 
spending. Here we find that 74 per cent among the poor are in 
favor of President Roosevelt. But only 18 per cent of the poor 
expressed their belief in deficit spending; 55 per cent voted against 
such a policy and 27 per cent had no opinion. 

I must say that these two findings reenforced my belief in Amer- 
ican democracy: the acknowledgment of representative business- 
men that the government has the duty to provide employment 
opportunities, and at the same time evidence that the masses of 
the population are not bribed by the policy of spending. 

It seems to me quite clear. These poor who overwhelmingly 
expressed their distrust of deficit spending did not judge on the 
economic question as to whether or not spending leads to recovery. 
They don’t know anything about the leakages of which Kahler 
spoke yesterday. But they who always have a hard time to make 
both ends meet, they who know that a deficit in their household 
budgets always breeds trouble, cannot be convinced that what is 
a curse in their personal affairs may be a wholesome cure if applied 
by the government. 

This whole comparison of the household budget and the public 
budget is fallacious, as was said by Dr. Studenski yesterday and by 
Dr. Friedrich this morning. I wonder how the same people would 
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have answered the question if they had been asked whether or not 
they are in favor of government investments financed by credit. 

If we look upon recent discussions in general concerning public 
spending as a reemployment device one conclusion seems to be 
clear. The efficacy of spending as a means of creating additional 
employment is no longer often denied; the records are too con- 
vincing. The criticism has shifted: it is questioned whether the 
wholesome effects of deficit spending can last; it is contended that 
this policy requires a dosing and timing which cannot be accom- 
plished by a democratic regime; and it is said that spending 
undermines fiscal and political morale. 

It appears to me that now, after years of experience with a 
spending policy, the real issues have at last become clear. Does 
spending, though it is the only way out, undermine democracy 
and lead us unwillingly into dictatorship of one or another type? 
Is then democracy unable to use the only existing way out? 

The argument that deficit spending undermines fiscal and 
political morale is very serious, but it can be met by enacting an 
appropriate budgetary procedure and by selecting appropriate 
purposes for such government outlays. If this is done the essential 
difference between public budgets and household budgets will 
become clearer, and it will be possible to satisfy the people’s in- 
stinct for economy as well as the requirements of the economic 
situation. It seems to me that this could best be accomplished if 
Congress were to vote annually on a carefully prepared five-year 
program of public investments, a procedure similar to that pro- 
vided by the Charter of the City of New York. The timing of these 
outlays should be left to a committee in which the various depart- 
ments and the Federal Reserve System are represented and which 
acts under the responsibility of the Chief Executive. Such a pro- 
cedure would eliminate the objection that spending undermines 
fiscal and political morale and it would make it possible to time 
and dose spending in accordance with the necessities of the cyclical 
situation without impairing legislative control over all govern- 
ment outlays. 
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There remain, however, the objections of those who contend 
that spending will be effective only for a short time and must be 
continued indefinitely if a new recession is to be prevented. Per- 
manent government outlays would reach the limits which were 
discussed yesterday and which Dr. Sweezy, to my mind, under- 
rates. More debts entail more taxes, and there are limits within 
which taxes can be collected by cooperation between taxpayers 
and government. There are limits beyond which new fields of 
productive government investment can be found only at the ex- 
pense of fields now in private operation. These limits are certainly 
not rigid but they cannot be disregarded without far-reaching 
consequences. Therefore a policy is needed which leads to the 
greatest amount of reemployment through the smallest possible 
amount of government outlays. 

This is the idea suggested by the very term “pump priming,” if 
this picture is taken seriously. It suggests that government outlays 
are designed to stimulate private investments so that the reem- 
ployment is brought about largely by increased private activities. 
It is the very opposite of the policy pursued by totalitarian regimes. 


IV 


Thus spending alone is no panacea. If it is to be kept within the 
necessary limits it must be integrated into a consistent reemploy- 
ment program. We have learned from what happened in 1936-37 
that public outlays cannot safely be stopped before private invest- 
ments have developed sufficiently. And we have learned that 
private investments will not develop sufficiently if the price-cost 
relationship does not promise a profit in the fields where large 
investments are due. There are those on one side of the fence who 
insist that spending is the solution, and they do not worry for 
instance about costs which eliminate profits or drive prices up. 
And on the other side of the fence there are those who can 
scarcely find names black enough for a spending policy and expect 
everything from a cost adjustment. Recent experience has taught 
the important lesson that in our economic situation both these 
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solutions are necessary. If our discussions have aided somewhat in 
this fence-wrecking business they will have made a genuine con- 
tribution to the cause of recovery. 

In view of all the rigidities in our economy of imperfect com- 
petition in business and labor, the adjustment of prices and costs 
cannot be expected to come entirely from the automatic working 
of the market. Therefore it is the task of the government to give 
its support to such adjustments as are needed for assuring a reason- 
able expectation of profits in fields where investment opportunities 
exist. What fields are these in which maladjustments block needed 
investments? 

There are maladjustments, such as the overindebtedness of the 
railways, which we have inherited from earlier prosperity periods. 
Here large replacement and investment opportunities exist but 
will not become effective without decapitalization and an adjust- 
ment of wage scales. In this connection I should like to raise the 
question whether the reorganization of railroads may not be 
effected most efficiently by creating a number of semi-public 
corporations. 

The greatest potential field for investment is housing. But here 
the difference between costs and the prices which the messes of 
the consumers can afford is fatal. Long-run city planning, adjust- 
ment of labor conditions and of prices of building material are 
essential. Yet probably more important is the necessity to over- 
come the obstacles which prevent the application of modern meth- 
ods of production. It appears questionable whether we can wait 
for the appearance of a Henry Ford in order to produce on a large 
scale the apartment renting for five dollars a room; this is a field in 
which we should allow the government to take the lead on a larger 
scale than hitherto. 

Another type of maladjustment is the famous “bottlenecks” 
which arise in the early phases of recovery and cause a temporary 
shortage of skilled labor and certain materials. If this situation is 
exploited by a rapid increase in prices and wages the recovery must 
come to an early stop. To prevent this is one of the most important 
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tasks of a recovery policy. There exist many tools for preventing 
an untimely increase in prices. One efficient means is a flexible 
tariff policy. 

A successful wage policy involves probably greater difficulties. 
In any case it is essential first to overcome the split in the labor 
unions. If a labor movement embraces all types of workers it is in 
the interest of the union to increase the total wage bill rather than 
the wage rates of specific classes of workers. But unions competing 
with one another will try to obtain advantages for their members 
even at the expense of other workers. A strong and comprehensive 
labor movement whose leaders feel responsible for all workers, 
whether employed or unemployed, is as essential for a democratic 
reemployment policy as the destruction of independent unions is 
essential for a totalitarian policy. 

Cooperation of unions, management and the government in the 
interest of reemployment is probably more efficient than com- 
pulsory arbitration, which inevitably implies great difficulties for 
all parties concerned. The hope that such a cooperation may be 
possible does not seem to be too utopian, since a depression is the 
very period in which there is no fundamental economic cleavage 
in the interests of management, labor and a government bound 
to a policy of reemployment. It is essential to create forms for 
such a cooperation which are more stable than alternate overtures 
to the two groups by government officials. This leads us, however, 
to problems of constitutional and administrative adjustments. 
Much as I am convinced that we have to overhaul our democratic 
machinery in order to adapt it to the task of providing employ- 
ment opportunities in a politically and economically insecure 
world, I would not dare to enter this jungle where at every step 
there are fatal hazards for the inexperienced. I am very happy 
that in a few moments a man who is at home in constitutional law 


and government administration will discuss this phase of our 
problem. 

In short, then, reemployment of the type practiced in Nazi 
Germany depends entirely on government spending and on press- 
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ing down private investments. In a program as outlined here 
government outlays have a proper and essential place in the effort 
toward reemployment, but private investments, stimulated and 
assisted by government policy, play the greatest role. 

I have no doubt that this nation may enjoy quite a number of 
years of prosperity based on investments in housing, railways, 
utilities, if a consistent policy of this kind is followed—in this 
respect I share the optimism voiced by the discussion speakers 
yesterday afternoon. Yet this does not mean that all our difficulties 
will thereby be overcome. As Feiler has said, the main task of 
policy lies in the upswing—in order to prevent or mitigate the 
next downswing. Economic security demands not only the crea- 
tion of opportunities for the millions of unemployed but also 
measures designed to sustain employment. 


V 


The economist is in a situation similar to that of Till Eulen- 
spiegel, who according to the story was always gay and cheerful 
when he climbed a mountain because he anticipated the pleasure 
of going down, but was depressed when he went downhill because 
he anticipated the strain of climbing up again. The economist 
can be relatively optimistic concerning the absorption of unem- 
ployed in a depression. He knows what to suggest, and his only 
worry is whether the legislature and administration on the one 
hand and business and labor on the other hand will swallow the 
pill which must be prescribed. 

If you ask the economist what we should do in the prosperity 
period in order to forestall the next depression, he faces a much 
more difficult problem. Perhaps you may feel that it is too early 
to worry now about the next depression. But I do not know how 
often democracy can stand such severe upheavals, even if we call 
them “‘recessions.”’ I am convinced that we must not wait to make 
plans for the next catastrophe until it engulfs us. There is, as I 
have said, a reasonable chance that this country will enjoy a 
number of prosperous years if the steps are taken which have been 
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discussed. But I hope that such a sequence of prosperous years will 
not bring in its wake a ‘““New Era” psychology of illusive security. 
We must regard the next recovery period as a breathing spell. The 
enactment of reform measures in a depression is psychologically 
and politically easier, but economically much harder, than the 
enactment of prophylactic measures in prosperous years. Must we 
admit that only a catastrophic situation can impel us to act? I 
earnestly hope that foreknowledge of the grave difficulties which 
lie ahead will be a sufficient motive for deliberation and action 
in time. 

I have not said what measures are to my mind necessary for 
preventing the next depression. In truth, I do not know any suit- 
able formula which I could propose in a few sentences. We are, in 
more than one respect, living in a period of transition. Our eco- 
nomic organization and our governmental machinery will look 
different in the middle of the twentieth century from their appear- 
ance in the nineteenth century. The analysis of the underlying 
causes of our present instability which was given yesterday by 
Staudinger and Lederer implies the direction in which the cure 
must be sought. The details must be prepared by further investi- 
gation and executed by a process of trial and error. Yet the main 
necessity is that we understand the lessons of our errors. The 
experiences of recent years have been hard, but if we profit by 
them they can yet prove a bargain price. 

There seems to be a shortcut to economic security at the price 
of our liberty, but this shortcut leads to the security of the grave. 
Individuals striving for one hundred per cent security undermine 
liberty as much as individuals and organizations pursuing their 
special interests without submitting to the checks enacted for the 
common welfare. But it is an even more treacherous illusion to 
believe that we can preserve our liberty without providing oppor- 
tunities. The way we must reach that goal is through determined 
action, not by letting nature—which means human inertia, selfish- 
ness and lobbies—take its course. The price we must pay con- 
sists in adjustments: adjustments in business organization, ad- 
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justments in our administrative machinery, adjustments not least 
in our attitudes. A government policy providing employment 
opportunities is in my opinion the most effective defense of the 
values and institutions of democracy. That the price for this goal 
is not too high can be testified by none so urgently as by those 
who have escaped dictatorial regimes. 


(The Graduate Faculty) 


Il 


BY WILLIAM YANDELL ELLIOTT 


I 


W: ARE here in an academic atmosphere—thank heaven, of 
free discussion—analyzing a topic that has elsewhere helped to 
put an end to free discussion. We are trying to define what a 
democracy can do and what it cannot do in an effort to achieve 
something that is being called “economic security”; and we are 
attempting to determine whether, if it can be achieved, economic 
security is worth the cost. As is always the case where discussion is 
not limited by official dogma, there is still wide room for dis- 
agreement about definitions. I am not going to try to work out 
a new definition at this late stage. Let me, instead, sum up one 
or two that have been made, accept them and see what they mean, 
and then examine them from the point of view of some of their 
political implications, including such matters as constitutional law 
and administration which inherently we must concern ourselves 
with in the American system. 

Professor Ascoli this morning reminded us in a very dramatic 
fashion of the way in which the droit au travail was introduced 
into the consciousness of France back in the days of 1848. A new 
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right—the right to work—was formulated; and this afternoon 
we have heard that right to work extended. Professor Colm has 
said, ““Not the guarantee of a specific job, not relief, is the issue, 
but the duty of the government to promote the general welfare.” 
Now that is a large order. If economic security is going to mean 
the duty of the government to promote the general welfare, you 
can see into what large areas of public policy the question of the 
content of economic security is carried. And yet that is precisely 
where the discussion has brought us. This conception, clearly, has 
differed right along from what is embraced in the concept of 
“social security.” Economic security has been treated as very much 
broader than the limited application of social security that we 
ordinarily use. In these discussions we have been concerned not 
simply with relief—the minimum, for no one starves—nor with 
even the job, or if not the actual job then a payment in lieu of 
a job, which is what social security means ordinarily. We have 
carried the concept of our discussion over, really, into the control 
of the conditions of the economic order, on the ground that this 
control is essential to the guarantee of economic security in a 
modern economic system under the conditions of contemporary 
nationalism. Although there has been a divergence of views on 
other aspects of the question there has been a fundamental ac- 
ceptance of this broad definition of our concept and of its bearing 
on the role of government. 

We have had substantial agreement also on another question. 
I didn’t hear all the discussion of the papers, but so far as the 
papers themselves were concerned they were generally all in favor 
of an indirect effort to control the conditions of the economy by 
operations that can, I think, best be called balancing or compensa- 
tory operations, with the fundamental assumption that there is 
health in the system if it can only be restored and preserved. My 
friend, Max Lerner, has a somewhat different and more sweeping 
view of this problem. Perhaps he would favor a much more direct 
type of control, although he said that he had not yet made his 
pilgrimage to Moscow and was waiting to see whether the demo- 
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cratic system would work here, or whether it was, indeed, later 
than even he had thought. I always suspect Paul Sweezy of defend- 
ing government spending—on the scale that he advocates—as a 
Trojan horse, to deliver over the system to completely socialized 
state capitalism. But no one has openly advocated the direct con- 
trols of communism or socialism. 

Nor has any voice been raised to suggest that conditions of ideal 
free competition, national and international, could be restored. 
No one (even of our economists!) had any such delusion as that. 
As far as I can make out, on this point also we are presented with 
a rather natural degree of agreement in these papers. Professor 
Lederer, for instance, showed, I thought most convincingly, that 
no automatic forces presently exist to take up the slack of depres- 
sions, and that the government must be used to provide work, 
impetus and guidance. Other papers, notably those of Professor 
Kahler and Professor Lehmann, emphasized not only the limits of 
price control but the role of government spending and other such 
aids. And I think that throughout these papers there was no fail- 
ure to admit that the essence of the problem in the democracies 
is to avoid crippling the dynamics of private investment and initia- 
tive. Now, that amount of agreement is rather significant. 

All were conscious of two haunting doubts, however, and these 
recurred like—it wasn’t a leitmotif, it was something much more 
somber and warning. 

First, how to establish the psychological changes necessary in 
every country, and more particularly in this country, in order to 
bring about private responses and governmental attitudes that are 
compatible with the new demand for economic security? That is 
a process of education which is asking of a very brief generation a 
remarkable reorientation in its whole psychological attitude. It 
affects both private industry, the leaders in private industry, and 
the attitude of government, whether the government be run by 
one party or the other. I think that some evidences of this educa- 
tion exist which are very encouraging. Professor Colm has called 
attention to marks of agreement on fundamentals that go beyond 
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his polling of the hitch-hikers (I suppose he asks those in the pull- 
man cars, too, as I should do, because they also have views about 
economic security!). I refer particularly to the round table on 
spending recently presented us by Fortune magazine. The polls 
they have taken also indicate that a general change of mind, which 
accepts the main conclusions of this discussion, is taking place. To 
me that is vastly encouraging in a world in which there is so 
little room for encouragement today. In the United States we have 
come to accept government’s role as that of an active partner in 
the economic process—a partner which must exercise wisdom 
comparable to its power. 

Now, the second point about which there was a doubt, and 
perhaps an even more serious doubt, one stressed by Professor 
Hula this morning: can our own system of government—federal 
in character, with separation of powers, with a peculiar suscepti- 
bility to pressure politics, with a party system in which discipline 
is most difficult to obtain—can such a system as that exercise 
the wisdom needed to plan successfully the conditions of econ- 
omy? In other words, may we not be justified, as H. G. Wells was 
years ago when he wrote A Modern Utopia, in appending a sec- 
tion called “Skepticism of the Instrument’? To any student of 
politics or of administration, or of both, this problem has over- 
whelming significance. 

I have had something to say about it in a book written years 
ago, perhaps too soon, The Need for Constitutional Reform, 
which I feel happier about now, in the light of what has hap- 
pened, than I did immediately after I had written it. I shall not 
repeat myself on the details today. May I remind you that the 
subtitle was significant: A Program for American Security. It does 
seem to me that this political problem of the instrument or means 
is a problem of the deepest character, and peculiarly important to 
this country. I should like to put myself on record as sharing the 
view of Professor Hula (and of the distinguished gentlemen whom 
Professor Friedrich associated with him and then repudiated en 
bloc this morning) that it is highly important in a constitutional 





302 SOCIAL RESEARCH 


system such as our own, or in any constitutional system where 
there is an ultimate constitutional morality, that there should be 
agreement on fundamentals. And one of the most fundamental 
points of agreement is the ability to put up with disagreement. 
Agreement on fundamentals really depends on a like-mindedness 
in a population. In this respect we are very fortunate; our Amer- 
ican faith is unshaken. 

But for its implementation this agreement depends upon 
agencies of control which make for like-mindedness in the party 
system and which, through filtration, reduce to a subordinate 
role the play of separate pressures operating through interest 
groups. There is, I am afraid, no guarantee that the existing party 
mechanism of the American system will do that. Professor Hula 
expressed himself in this respect more optimistically than I should 
feel justified in doing. Despite the fact that his entire argument 
pointed toward the advantages of a general election after a dis- 
solution of Congress—both as an instrument of party discipline 
and as a means of enforcing democratic control—he was less bold 
than I should be in suggesting the need for such a change in our 
system. Despite the characteristic deadlock between the President 
and the Congress he feels that in time elections will turn on the 
support of the President and will approximate the British par- 
liamentary system. I don’t think that Professor Hula’s prophecy is 
likely to come about from the normal operation of our system, 
given the nature of our party controls. If you believe we have an 
instrument efficient for this task, you have only to look at the 
last effort at so-called “purging” of the Democratic party, and its 
repudiation; Mr. Farley and not Mr. Roosevelt guessed right 
about the influence of calendar elections on the nature of the 


American party. 

While it is true that about once in a political generation we 
get, through a kind of dammed up resentment at the checks and 
balances of our system, a new broom that sweeps clean— Wilson 
was such a one, and this Roosevelt is such a one, and the first 
Roosevelt was a little one, overrated—nevertheless, deadlock be- 
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tween the President and the Congress is normal in our system, 
and our present methods of breaking down that deadlock resolve 
themselves quite simply into a type of party control that must, in 
the long run, depend upon patronage and spending to implement 
the first very imperfect coordination of the party through a vic- 
tory at the presidential elections. Will Rogers put it very simply 
by saying that if there was any President—certainly if one con- 
sidered the hundred years after Andrew Jackson—who hadn’t 
been blocked by his Congress, he couldn’t think of him, and he 
dared anybody who was listening to name one. He admitted, how- 
ever, that there might be one exception: Calvin Coolidge. That 
was, according to Will, because if Calvin knew what was in his 
own mind he never told anybody; so Congress could never find 
out in order to oppose him! 

This “skepticism of the instrument” remains with me a very 
important aspect of the problem, and to it I propose to devote 
most of my attention. It goes along, I think, with the question of 
the adequacy of the economic mechanism that is to be provided 
under governmental control, and with the question as to whether 
or not that control can do the job of balancing which all our 
speakers have thrust upon it. And if it can’t, what then are the 
prospects of economic security, or what are the prospects of the 
mechanism of government itself? ‘These are doubts which I think 
are bound to recur—doubts, first, about the psychological basis, 
and second, about organization. 


II 


In every such question as this which we are studying there is, I 
think, a duality. In the first place we are confronted with the 
problem of value, and this is intimately associated with the psy- 
chological and purposive aspects, rational in part, emotional in 
part, with the dynamics that any value system has, in a large sense. 
I hope I won’t be misunderstood when I say that these are the 
realm of what I want to call political mythology: the things that 
people believe; the conditioning factors that make men’s ideas of 
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what is economic security differ very radically in different soci- 
eties. That is the first aspect of the question. And the second is 
something that isn’t a purposive matter, or is only very little a 
purposive matter. It is the given: the economic question, in the 
sense of already determined values as well as facts that are not 
values—determined data; let us put it that way. 

The factors that bear on economic security in this latter respect 
have been discussed in some of the earlier papers, fortunately not 
with that narrow Marxian cast which is inclined to put every- 
thing into so-called economic determinism and then pull it out 
like a rabbit out of a hat. I don’t think it is necessary to go into 
that long story, again. But in the papers that we have heard a 
place has been made for certain factors of a relatively fixed char- 
acter—for population problems, to some degree for the external 
influences of climatic environment and geography, and for the 
limitations of the social heritage itself, our whole institutional 
set-up. In this respect there is some point in the Marxian analysis 
of the instruments of production, though these means themselves, 
of course, become infused with human purpose; and always there 
is the question of the ultimate use to which they are put. 

But let us look at our problem in terms, first of all, of the values 
that are expressed in our efforts to define this general welfare 
concept that has come to mean, in the course of the discussion, 
“economic security.” I don’t want to raise too much at this late 
stage of the day those ultimate problems for which there is no 
solution, probably, any more than there is about religious values. 
I mean, of course, the human personality as the final moral unit 
of responsibility, or unit of moral responsibility. It is perfectly 
clear, and I thought that Professor Ascoli made it clear this morn- 
ing—I was sorry to see that he was held responsible by Max 
Lerner for not dealing with the economic parts of the argument 
brought forth at the previous sessions of this discussion—that this 
is a basic category in all democratic approaches to economic secu- 
rity. If it is disregarded or sacrificed we cease to have a democratic 
concept; we have gone over into an authoritarian concept. 
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Of course, there are other systems based on value concepts or 
myths which have individualism as their ultimate intention: the 
well-argued and well-supported political theology of the Marxists, 
for instance, though it gets to individualism by a route that I fear 
will never be ended—the withering away of the state after the 
dictatorship of the proletariat. Of all that, I think, most of us have 
become sufficiently skeptical. A transformation of the Moscow 
communist regime into one of organic solidarity, with all duties 
and no rights (making it indistinguishable from fascism itself) 
seems to me to have been going on under our eyes—though its 
original intentions were certainly more honorable toward the 
individual than those of fascism. 

There can be no doubt whatever as to the ultimate intentions 
toward the individual made perfectly explicit in the fascist myth. 
What is economic security for the fascist? It is that level to which 
the government is willing to subscribe and at which it is able to de- 
liver consumable goods to its people in order to make itself the 
strongest possible government and to realize a destiny picked, of 
course, by a “leader” and by him alone. That has a very different 
connotation from economic security judged by the free political 
choice of all citizens. Economic security in totalitarian states is on 
a level quite incompatible with our meaning of economic secu- 
rity; there is no security in it, in relation to other values, as many 
speakers have pointed out. And yet the “general welfare” may be 
alleged to be improved in such a system through changing un- 
employment into serfdom to the state. 

Let us start out by saying that we are concerned with a type of 
economic security in which we retain freedom of political choice. 
The inherent dilemma of liberalism was present, as I see it, in 
the earliest utilitarian linkage of economic with political choice. 
Does it not essentially come down to this: economic liberalism 
meant a system in which individual choice is automatically given 
the freest possible play, with no restrictions making for equality 
of choice and with natural advantages playing their full and un- 
controlled part? Political liberalism meant choice by equally 
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weighted and protected units. And only that sublime myth which 
the liberals thoroughly believed—and which was an appropriate 
myth for their time—could unite this economic and this political 
choice into a perfect unison. Only the most convinced believers 
in the perfection of human reason could have believed that these 
two things could be geared together in a perfectly mechanistic 
calculus for the greatest good of the greatest number, assuming 
that the different units of economic and of political choice would 
somehow resolve all their differences by a mechanistic alignment 
of voting and consuming. That’s what it amounted to; and the 
contradictions in this automatism became sufficiently apparent 
reasonably early in the history of liberal thought. 

Why did this myth sweep the believing world, or a good part 
of it, in the nineteenth century? Not simply, as Mr. Laski has 
made out, because it was an appropriate vehicle for businessmen, 
hard-faced fellows who were grinding the poor. Not at all. It was 
because it had in it liberating and energizing forces, both of 
human responsibility and of individual character, and a method 
of doing business that fitted the times and its needs. Note this: 
there wasn’t anything very humanitarian in early liberalism, in 
its views about whether a man should starve or not. ‘There were 
humane tendencies in some of Bentham’s ideas of penology and 
criminology and in other trends of that sort but, on the whole, 
emerging liberalism was too close to that part of the eighteenth 
century on which the work of Hogarth and The Beggar's Opera 
are commentaries, in which human life was cheap. It was close, 
too, to a time in which the colonial opening of new frontiers pro- 
vided a population outlet 4 la Wakefield, so that there was no 
question about a man’s right to work where he was and in any 
circumstances, if you could supply him with free land and open 
space and tell him to go ahead and take his chances of survival in 
that bitter school of pioneering colonial adventure. 

It was, of course, when this pioneering freedom had come to be 
less and less a reality, when the late fruits of the humane character- 
istics of the Victorian period had become thoroughly grafted to 
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evangelical Christianity, eighteenth century Wesleyanism and 
similar movements, that we reach the assumption that nobody 
should starve and that the state was responsible in the matter. 
Only the really very secure can indulge in such attitudes and in 
such humane tendencies as were carried in England and New 
England to such lengths as antivivisectionism and the SPCA, 
which are very laudable things in some ways; but they effectively 
indicate the extreme lengths to which sensitivity to suffering and 
the Christian virtues may lead. These are late nineteenth or early 
twentieth century movements, so far as effective organization is 
concerned. 

It is on this kind of background that we have to study the 
development of this new right that we have been talking about— 
the right to work, the right to economic security. I should like 
merely to point out that the confusion we are suffering from in 
dealing with it has partly come about through this characteristic: 
the free opening to work has disappeared, so that during a great 
and prolonged depression the innocent and the guilty suffer alike. 
Only when this happened was the social conscience of western 
society prepared to abolish what it considered the final sanction 
against laziness—the threat of starvation. 

This effort is a consequence of something in the structure of 
industry that is organic, that is given, that is in the economic con- 
text of our means of production. It has fastened on the imagina- 
tion of all men in our time, though it came relatively late in this 
country where “no one starves.” Yet no democratic government 
in the world today holds out the promise completely to abolish 
unemployment. Within limits the unemployed may be aided by 
the government, but when the demand is carried beyond that, 
to the area of the right of every man to a job of his liking, there 
is created an impossible claim on the state. In fascist countries, 
under the delusion of messianic promises, this claim has taken 
the ironic form, not of the right to a job, but of the duty to work 
by regimentation in the interests of the state. We haven’t gone 
that far. We must look at what best suits our national convenience 
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and traditions, because fascist security is not the economic security 
that we want. We have tended, under the humanitarian concep- 
tion of the rights of personality and the development of this lib- 
eral myth that I have been speaking of, rooted in the tradition 
that self-respect and individual dignity must be retained, to say 
that a man ought to be given some sort of job by the state if he 
cannot be furnished one by private business. We have not suff- 
ciently explored, perhaps, state-aided cooperation and training 
programs. 


Ill 


Now, of course, the problem arises as to the precise kind of as- 
sistance the state can give without destroying that tradition. 
Should it aid private business to recover, and thus take up the 
slack by managing the conditions of the economy in such a way as 
will best restore confidence to business as a whole? Should it, in 
other words, operate by a reliance upon a Hamiltonian attitude? 
That is, in the main, what the Conservative English government 
has tried to do, and that has been, on the whole, the representative 
attitude of Republicans in this country: “Relief, yes. But not a 
job; that’s too expensive. And it is much better to give you a job 
by getting the wheels of industry back to work.” The Democratic 
—large ““D,” New Deal Democratic—way, of course, is different. 
It is assumed that jobs for as many as possible, and under condi- 
tions which are compatible with men maintaining their home ties 
and other respect-worthy values, should be provided by the state. 

And there is, I think, a third way that has not been mentioned 
but is one we ought not to fail to recognize, if only because it is 
so dangerous: it comes out of the context of, or out of the belief 
in, “technocratic”’ possibilities—a sort of utopian economic sys- 
tem. We have been introduced to it, at long distance, in the dis- 
cussions, but I think we underestimate the pull that such tech- 
nocratic utopianism has on men’s imaginations. It is behind most 
of those conceptions of a perfectly planned system which were 
rejected alike by Professor Colm and Professor Ascoli as incom- 
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patible with the democratic tradition. And so they are. If you try 
to work out the conditions of an absolutely foolproof, hundred 
per cent secure economy in which every man is a king—the Huey 
Long sort of tradition—or in which the economy is given some 
of the twists that Father Coughlin would like to give it or that 
the Townsendites propose, you are, of course, going to put a de- 
mand upon the economy which our political system certainly 
won’t stand and which no political system which conceivably can 
be created will deliver. These problems, I suppose, are ultimately 
political rather than economic, although they may also be eco- 
nomic in terms of their fruits. 

In this way it seems to me that the problem of trying to esti- 
mate the price of economic security brings us face to face with 
the question of the educability of a democracy, a problem that 
Professor Ascoli was concerned with. Is democracy capable of suf- 
ficient good sense, of sufficient restraint, of sufficient resistance to 
urges like those for economic security at the cost of the whole of 
the rest of its system? Pressure politics as a tradition, when once 
people become aware of its implications, generally means that 
self-interest and not the common interest is followed. And one of 
the great open question-marks is whether or not our form of gov- 
ernment can, as between these alternatives, select one that is not 
going to carry us into the utopian realm and ask impossibilities 
of the state. 

There is a marked sign in current talk that the New Deal itself 
is shifting to the indirect rather than the direct method of control, 
with less and less emphasis on direct measures and more and more 
on making its peace with business. That may or may not be a 
good thing, but it is an indication of the times. But even if the 
Republican party should win, let us say, there would still remain 
in our system the necessity of working out a type of government 
that can plan the conditions of an economy. 

And what does that imply? It implies, first of all, that we must 
have a party system disciplined enough to act coherently and to 
restrain raids on the common interest or the public interest by 
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private interests or by pressure group tactics. Second, it implies 
executive leadership in party control, because the executive's 
control is essential to any coherent system. Even for the type of 
conditional planning I am talking about—coordinated planning 
of the conditions of an economy—executive initiation and direc- 
tion are required, and a tremendous degree of coordinated and 
administered organization. Third, it requires a system that is suf- 
ficiently centralized to be one, and not forty-eight laboratories, 
as Professor Macmahon has already suggested. And, fourth, the 
political system must be one in which the courts act only as um- 
pires under our federal constitution, not as censors of political or 
social measures. In short, it is not compatible with this govern- 
mental planning of the conditions of the national economy that 
has, I think, been agreed upon as essential to economic security, 
it is not compatible with the general welfare conception, to have 
an undisciplined party structure, a system split up into forty-eight 
units, a leaderless and pressure-politics type of congressional ac- 
tion, or, ultimately, a court system which acts as a censor of the 
whole range of legislation and administration. 

Now, I think the signs are quite good that we may hope to work 
through some of these things normally, without drastic changes. 
But we cannot forget that the times are such as to place us, if not 
in a “wartime economy” mood, at least in a world that is becom- 
ing increasingly dominated by the General Staff conception of 
planning. Armament preparations lead straight to that point. And 
the struggle of nationalism is not something which we can dis- 
regard in considering the external context of this problem. It is 
surely bound to dictate the limitations within which both demo- 
cratic and economic security will be worked out. I think it is 
essential to our own democratic survival that the fascist threat to 
world civilization be curbed. But in the course of that effort, in 
our own analysis of the prospects of the survival of democracy 
under these conditions, we should recognize what democracy has 
to do to develop adequate organic strength. We should under- 
stand the minimal conditions which it must fulfil, if it is not to 
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be betrayed by those who guarantee to lead us into the promised 
land and who exploit every agency of dissension and division and 
class and racial hatred that they can, in the effort to undo us. For 
we stand, I suggest, in much greater danger from the weaknesses 
of democracy than from too great power of government. The 
brutalitarian regimes cannot be met with futilitarian measures. 
Therefore it seems to me that we must do more than Solon 
asked us to do: “Look well to your ends”; we must in this coun- 
try look also to our means, to our governmental institutions, and 
attempt to make the party system something that functions at this 
level. It is an effort which I believe (though I am not a Repub- 
lican) that John Hamilton, for instance, is making in the Re- 
publican party. Whether he will succeed or not is quite another 
matter. He has the nature of the machine against him, the whole 


THE JOURNAL OF 
LAND & PUBLIC UTILITY ECONOMICS 


a quarterly founded in 1925 by Richard T. Ely 
and published by Northwestern University 


Among the articles to appear in the May, 1939, 
or immediately succeeding issues are: 
TOWN AND COUNTRY PLANNING IN GREAT BRITAIN Lee S. Greene 
WorRKING CAPITAL AS AN ELEMENT IN FAIR VALUE IN 
RATE-MAKING William A. Dittmer 


PossIBLE LAND-USE ADJUSTMENTS RESULTING FROM A MECHANICAL 
SE BE ho tcscacnsckicetasinnssvnrccesacves neuen C. A. Wiley 


COMPETITION AND MORTGAGE RATES John H. Fahey 
PuBLic UTILITY COMPETITION: A CASE STUDY Laurence R. Gray 
CHICAGO REAL EsTATE BONDS, 1919-1938: MARKET BEHAVIOR. .Genevieve Koester 
THE RELOCATION OF ISOLATED SETTLERS IN WISCONSIN... .George S. Wehrwein 


Notes on current developments in land economics and public utilities and 
reviews of recent books 


Published in February, May, August, and November _ 
Subscription—$5.00 per year Single copies—$1.25 


337 East Chicago Avenue, Chicago, Illinois 





























312 SOCIAL RESEARCH 


political machine as it functions in this country. Smiling, con- 
genial Mr. Farley has a different view of Party—a collection of 
‘‘wire-pullers” in a congeries of local alliances. Before backing 
labor’s effort to erect a class party we might remember that labor 
split liberalism in England and has there become what looks like 
a permanent minority party. 

We have to make the public interest conception supreme in our 
democracy over localism, pressure politics and class struggle, if 
economic security in this broad sense of general welfare is to be 
realized. Along with bread we must provide not only the dramatiza- 
tion of circuses, but, by leadership, teaching and example, a re- 
affirmation of faith in the security of those human values for which 
Lincoln stands forth as our high exemplar. 


(Harvard University) 
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